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It’s More Than a Freight Issue 


A minor revolution, it would seem, is swirling around the 
decision of the Supreme Court on freight charging practices 
of cement companies. Many companies producing other 
products feel that the ruling of the court affects their pric- 
ing policies as well. Some of these companies foresee dire 
results to the existing competitive setup, to the government’s 
drive for decentralization of the country’s industrial plant, 
to their own place in the business sun. For opinions and 
comments of executives in various industries, see pages 355 
and 389. 
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An Interesting Case of Statistics 


How much bathtub gin was drunk in prohibition years? 
The answer is more difficult to arrive at than the size of 
the snows of yesteryear, about which there are figures in 
the almanacs. With the close of the speakeasy era and the 
coming of legal drinking, would one say that the consump- 
tion of alcohol rose 5%, 50%, 100%, 1,000%, or 
1,000,000%? For orderly minds, there’s a gap here in sta- 
tistics that may never be filled. We do know, however, 
about the amount of drink consumed before and since 
prohibition. A look at statistics indicates that, from a con- 
sumption standpoint, the liquor industry is doing quite well 


today. (Page 366.) 
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How Well Do the Little Fish Eat? 


Since before the days of Teddy Roosevelt, there has been 
rampant agitation to save small business. A study of the 
profitability of small business (the size of the firm denoted 
as small has grown with the years) reveals that, beginning 
with the war, corporations with assets of less than $250,000 
fared comparably with larger firms up until the fourth 
quarter of 1947. Then their profits slumped. The signifi- 
cance? One theory is that small firms are more vulnerable 
than the bigger ones and are barometers of conditions to 
come. Another theory is that inevitably small business must 
pass into the limbo of discarded institutions. As for the 
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barometer: the article on page 358 furnishes some useful 
figures, These figures may also shed some light on the 
danger of small concerns being gobbled up in the foreseeable 


future. 
a ee 


Cities Will Have More Gas To Burn 


Demand for gas for heating and cooking has grown 
faster than the supply. To build high-cost facilities to make 
more gas is a recourse the manufactured gas people would 
like, if possible, to avoid. Another element of cost that 
seems almost out of bounds is fuel oil which the companies 
use to enrich the gas they manufacture. Before the war this 
oil cost them about ninety-eight cents a barrel. Now it is 
more than three dollars a barrel. The solution to the prob- 
lem of more gas to burn is what might be called a pipe 
dream nearly come true. (See page 374.) 


When Patriotism Sold Bonds 


Nearly everybody bought savings bonds during the war. 
Buyers, gladly participating in the common effort, helped 
to finance the world’s most expensive war. Naturally, 
with all the little people buying, the percentage of small- 
denomination bonds issued was high. Now in these trou- 
blous peace times, purchasers of high-denomination bonds 
are providing most of the grand total of sales. The chang- 
ing story is told on page 350. 
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When You Have a Lot of Money To Invest 


Life insurance companies have always been big investors. 
And they have done a pretty good job of it. Still, over the 
past few decades, their yield on investments has fallen as 
their assets have increased. It’s big money—totaling nearly 
$50 billion. To solve their investment problems, the com- 
panies have gone into new kinds of business—among them 
vast housing projects such as Stuyvesant Town and Peter 
Cooper Village on New York City’s East Side. (Page 382.) 


350 THE CONFERENCE BOARD 


September, 1948 


Who Owns Savings Bonds 


HE Series E savings bond is no longer the “poor 

man’s” bond. Today the small purchaser buying 
$25 bonds is supplying only about 15% of the total E 
bond sales as compared with a peak of 36% during 
the war. Furthermore, the purchaser of the $25 de- 
nomination is turning in his bonds more rapidly than 
before. Nearly 50% of the $25 bonds issued during 
1945 and 1946 were redeemed by the end of the first 
year after purchase. 

On the other hand, the $500 and $1,000 denomina- 
tions now account for more than half of the income 
received by the Treasury from the sales of Series E 
bonds. 

On the whole, sales of the larger denominations of 
the E bonds, particularly $1,000 bonds, have remained 
fairly steady since 1941. This is partly owing, no 
doubt, to the yearly limitation on the purchases of 
E bonds. Sales of the lower denomination bonds in this 
series, on the other hand, have fluctuated widely. 
Purchases of $25 bonds rose from $114 million in 
1941 to a peak of $4,241 million in 1944. From this 
level they declined to $735 million in 1947. Sales of 
$1,000 E bonds also reached their peak in 1944. Yet 
purchases in 1947 were less than $500 million under 
the 1944 total of $2,163 million. 


DENOMINATIONAL REDEMPTIONS 


The dollar amounts of the $25 bonds represented 
36% of all Series E sales during 1943. In 1947, this 
percentage (including $10 bonds!) was down to 18.2, 
with the $500 and $1,000 denominations accounting 
for more than half. This trend has continued into the 
first half of 1948. Undoubtedly, the percentage of 
larger denomination would have been greater in hte 
absence of the $5,000 limitations on E bond purchases 
in a single year. (This limitation was raised to 
$10,000 in the early part of 1948.) 

The number of Series E bonds sold has been de- 
clining. From the peak of 306 million in the fiscal 
year 1944, they dropped to 58 million in the fiscal year 
1948. The $25 bonds showed a decline from 221.3 mil- 
lion to 36.2 million. The number of $1,000 bonds pur- 
chased in the fiscal year 1948 was about 563,000 less 
than the peak level reached in the fiscal year 1945. 

The bulk of the Series F and G sales are accounted 
for by the $5,000 and $10,000 denominations. In the 
fiscal year 1948 they formed more than 60% of the 
dollar sales. 

During the fiscal year 1947 a far larger number of 


Series E bonds of $10 denomination were authorized for sale only 
to the armed forces beginning with June, 1944. 


Series E savings bonds were turned in for redemp- 
tion than were sold. Nearly twice as many bonds of 
the $25 denomination were redeemed than were pur- 
chased. The $200, $500, and $1,000 bonds showed the 
opposite tendency, as did the Series F and G bonds. 

A high percentage of Series E bondholders redeem 
their bonds during the first year or two after pur- 


Chart 1: Sales and Redemptions of Series E, F, and G 
Savings Bonds 


Source: Treasury Department 
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chase. This is particularly true of the $25 denomina- 
tion. Close to 50% of these bonds issued during 1945 
and 1946 were redeemed by the end of the first year. 
Redemptions of F and G bonds remain low during the 
first few years following purchase. (See Table 3.) 

The amount of the Series E savings bonds re- 
deemed by the end of the first year has grown in- 
creasingly greater. In the $25 denominational class, 
16% of the Series E bonds issued during 1942 were 
turned in within one year. For the bonds issued in 
1945 and 1946, this percentage jumped to 46. The 
larger bonds have also shown this inclination, though 
not approaching the increases in the $25 and $50 
classes. In contrast, Series A-D bonds, which were 
issued before the war, showed a stable and fairly 
low redemption rate during the first year after pur- 
chase. 
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Despite the large decline in the number of savings 
bond holders as reported in the latest Survey of Con- 
sumer Finances of the Federal Reserve Board, savings 
bonds are still highly regarded by those to whom the 
board’s inquiries were directed. This survey posed 
the following question to spending units? with in- 
comes of $2,000 or above: 


“Suppose a man decides not to spend his money. He 
can either put it in a bank or in bonds or he can invest 
it. What do you think would be the wisest thing for him 
to do with the money nowadays—put it in the bank, 
buy savings bonds with it, invest it in real estate, or buy 
common stock with it? Why do you make that choice?” 


The following table shows the reasons given for 
and against holding various types of assets. 


Bank Savings Real Common 
Deposits Bonds Estate Stock 


RED Spb -Sis, 62h. ah + 32% 60% 9% 5% 
Safe, not a gamble........:... 18 37 4: 1 
Interestrateorreturnsatisfactory 2 18 4 4 
epee sec pe as dk pee, 12 2 a a 
MUONSIAAT NOTED a cates. Sagas cicy= += | 4 a a a 
PET ICOURUCY 1. ofc tio uel vere: b 3 b b 


1Federal Reserve Bulletin, July 1948, p. 768. 

2A spending unit is defined as all persons living in the same dwelling 
and belonging to the same family who pooled their incomes to meet 
major expenses. Ibid, p. 766. 


ATS hey Morgorasacwn-« Saoxsboya shoe N 23% 9% 58% 62% 
Not safe, a gamble...:........ 4 1 12 26 
Interest rate or return low...... 19 4 1 a 
Notliqmdltt {2p Sry ee a 3 1 a 
Not familiar with. ............ a 1 6 30 
Takes lots of money to buy.... 6 b 4 3 
Price too high, capital loss ex- 

DPECheC ate tar se ies ae bogey cise b b 34 3 
No reason given................ 44 30 33 33 
Albuns tH 8.0054 905.. 203 100 100 100 100 


aLess than 4 of 1%. 
bNot applicable. 


OVER-ALL PICTURE 


July marked the first month since the end of 
March during which sales of Series E savings bonds 
exeeeded redemptions. In the preceding three months 
sales lagged behind redemptions to the extent of $42 
million. Apparently, the efforts expended during the 
security loan drive began to make themselves felt in 
July and continued into August. 

The performance of Series E bonds during the se- 
curity campaign was poor. The drive began on April 
15 and continued through June, although the process- 
ing was continued into the first half of July. In each 
of the three months covered by the drive, redemp- 
tions exceeded sales. The pickup in E sales during 


CHART 2: PER CAPITA SALES OF SERIES E SAVINGS BONDS 


(first six months 1947 to first six months 1948) 
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July and August may be attributed in part to the 
increase in payroll savings plans. The Treasury has 
indicated that during and since the security loan 
drive about two and a half million employees were 
added, bringing the total up to approximately seven 
and one half million. 

At present, there are about 19,000 or 20,000 firms 
utilizing payroll savings plans for their employees. 
About 2,000 new firms were added during and since 
the drive. 

The good showing of Series G savings bonds, and 
to some extent Series F bonds, has served continually 
to bring over-all sales of savings bonds above re- 
demptions. (See Chart 1.) Series G redemptions have 
remained comparatively small in relation to sales. 

The bulge in F and G sales during July was owing 
to a special offering to institutional investors of cer- 
tain classes. These investors were permitted to pur- 
chase F and G bonds in excess of the existing limi- 


Table 1: Operating Costs, Series E, F, and G 
Savings Bonds, 1945, 1946, and 1947 


Source: Treasury Department 


Year Cigar ena at 2 pele A 
(000’s) Change! Issued 

A945 January nc cures dace acer - $943.6 0.122 0.085 
February 820.8 .148 094 
March a7. cites. iat 1,011.5 211 110 
A TH dior a bie ats-efstw'e Seances 784.3 .163 .091 
i i ate aelmrper mae r ee ne 751.3 065 048 
PUNE os nahn ee 888.4 .049 .040 
ly Pas Mh sia crip cete 1,134.9 722 .085 
Aviguist Ser chie aes Sse ener 1,095.2 .512 .150 
September............... 703.9 2.125 .129 
October Partie see eee 969.1 1.648 .148 
INovember*st0. osc... ca 940.2 .134 O77 
December*s-vescee :-2 << 793.4 .103 .061 
1946 January. 0.2sciposa.s an 653.4 .156 .065 
Febroary 2.0 Ace te has tee 719.4 .596 109 
March... .2r swe nb ttemie:= 737.2 . 204 pi | 
April. ghee tke hs 429.9 . 368 .061 
May cw. cet ene hs $31.5 .802 .052 
Sines. eae ce 409.8 .802 .065 
Bills bck eec eee ee 185.0 061 023 
AIP URE SS <3 30 a epee & 240.1 .185 .038 
September, saci cel tees 277.3 324 .051 
October, ..... Monae 260.8 .250 047 
Novemiber!=. = = 5.32 fm: cee 224.4 215 .045 
December) sic eee ane 218.1 .120 .034 
1947 Jannaryiis.. «deena 265.5 043 026 
Hebruaty << .ic8 Oeste se 232.7 .057 .031 
March, :Si:4 5... oie sce 281.8 .109 042 
April. (es. eee 275.1 .138 045 
May, ta ZucslsRiectiees 225.5 .155 .042 
WIBB ec ws date ae coe ee 278.0 .191 .051 
aly ess. Gee iees vate oe 240.3 .120 .039 
Aramaic. chenle euae 258.6 191 .050 
September, o. cscisemiceeudta 255.8 224 049 
October.20: 27 tren aenee 230.4 .142 .043 
November: . 5.20. seeks 254.8 195 .055 
December: ter. pocckoe 235.2 .189 .042 
Total, calendar year 1945....... 10,836. 5 .136 081 
1946)... eo 4,687.0 244 .059 

0475. oe 8,028.6 118 041 


1Net chan 
clude accrue 


is excess of sales of E, F, and G bonds over redemptions. Sales in- 
discounts; redemptions at current redemption value. 


*War loan campaigns during all or part of month. 


tations during the July 1-15 period, subject to cer- 
tain qualifications. The sales for this offering ex- 
ceeded $1.1 billion. The largest investors were the 


Table 2: Per Capita Sales of Series E Savings 
Bonds, by State, 1947 and First Half of 1948 


Sources: Treasury Department; Bureau of the Census 


First Half—1948 


State and Geographic 


Ng Sales Per Capita Per Capita 
$000 Sales Sales 
New England........| 203,878 | $22.31 || 102,311 | $11.19 
Maines’ 529. aaa 13,878 15.68 7,266 8.21 
New Hampshire...... 8,567 16.04 4,084 7.65 
Vermont... ca-c,cc.0che 5,291 14.46 2,595 7.09 
Massachusetts........ 106,283 22.93 58,456 11.53 
Rhode Island......... 17,758 23.84 9,674 12.99 
Connecticut.......... 52,101 26.39 25,236 12.78 
Middle Atlantic..... 892,276 30.45 || 486,560 16.60 
New Yorki€scocc.c0c0 454,855 32.11 || 254,500 17.97 
New Jersey.......... 131,068 28.33 T2127 15.59 
Pennsylvania......... 306,353 29.14 || 159,933 15.21 
East North Central..| 976,994 33.43 || 529,136 18.11 
Oia ne 2th can ee 230,518 | 30.03 || 191,156 | 15.79 
Mndiana.\. <5. sae ens 109,029 28.43 57,848 15.08 
Ainoistser ats aooce 363,170 43.25 || 203,605 24.5 
Michigan sorasss: cio, «10 010 172,584 28.44 96,595 15.92 
Wisconsitiv...:... iu tros 101,693 31.32 49,932 15.38 
West North Central.| 647,792 47.25 || 352,033 25.68 
Minnesotays.= cee 102,512 35.50 52,924 18.33 
Fowalsf As tart« tae. Me 167,140 64.51 95,635 86.91 
Missouri............. 121,763 | 31.20|| 66,367| 17.00. 
North Dakota........ 32,455 59.99 14,820 27.39 
South Dakota........ 43,251 74.83 24,543 42.46 
Nebraskatess2 ocr? 91,610 71.35 51,184 39.86 
WCAnges cher cure gees 89,061 46.27 46,560 24.19 
South Atlantic...... 403,379 16.61 || 174,258 74 Wf 
Delawaressnic cc fon 8,598 29.55 4,156 14.28 
Marviand- tse. cae 43,104 20.15 19,895 9.30 
District of Columbia..| 66,028 76.69 22,401 26.02 
Mirginiax®s.esenteses 72,768 24.26 29,748 9.92 
West Virginia........ 44,792 23.80 20,847 11.08 
North Carolina....... 54,645 62.82 22,758 26.16 
South Carolina....... 24,231 12.42 10,608 5.44 
Georgian.) hb heels 44,640 14.23 20,208 6.44 
Blond, .cr kane noe 44,573 19.15 23,637 10.15 
East South Central. .| 148,171 13.72 || 76,127 7.05 
Kentucky............ 45,806 16.48 24,287 8.74 
Tennessee............] 43,314 14.01 21,898 7.08 
Alabamragesee eos ses $4,744 12.26 16,775 5.92 
Mississippi........... 24,307 11.60 13,167 6.28 
West South Central.| 261,266 18.87 || 136,290 9.84 
Arkansas .).d:c). satis 25,403 13.28 18,045 6.82 
Lowisiana:;..ise.0.:. 38,892 15.29 20,831 8.19 
Oklahomarisscreoes oe 62,320 27.29 26,719 11.70 
"TDexaay:.n'saadyoasioaets 134,651 18.95 75,695 10.66 
Mountain........... 131,585 29.96 61,610 14.03 
Montana... mote «ned 26,393 54.08 18,155 26.96 
Udaho 5 42% Sea ses 13,461 25.64 6,305 12.01 
Wiyomings< 3. lsc eie. « 9,280 85.02 4,380 16.53 
Colorado.Jis oes bs « 39,298 $4.35 18,227 15.93 
New Mexico......... 9,593 17.54 4,406 8.05 
ATIZONA, . 5. ee ee 18,795 21.42 7,100 11.02 
italy. 52 Stale he he 15,378 24.03 6,206 9.70 
INevadaka vad no 4,387 31.56 1,831 13.17 
Pacifico.) seve | 399,540 29.13 || 184,392 13.45 
Washington.......... 63,778 27.06 28,433 12.06 
Oregons, x... caries $9,163 25.35 17,806 11.52 
ACA ORNB 5.25.5 4:00 4< 296,599 $0.23 || 138,153 14.08 
Total United States .|4,064,881 102,717 14.17 


PF pone Population estimates used in computing per capita sales are as of July 1 
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commercial and industrial banks, purchasing $426 
million; pension and retirement funds, $230 million; 
and insurance companies, $224 million. 

Generally speaking, those states with high per 
capita income in 1947 also showed high per capita E 
bond sales. Seven states and the District of Columbia 
were marked exceptions. These states, South Dakota, 
Nebraska, Iowa, North Carolina, North Dakota, 
Montana, Kansas, and Illinois, together with Wash- 
ington, D. C., were far ahead in per capita E sales 
in 1947. 

The correspondence between per capita income 
payments and per capita sales of series E savings 
bonds was not so great in 1946 as in 1947. For the 
states with per capita income payments between ap- 
proximately $500 and $1,200, the sales of savings 
bonds varied with income. For states with income 
above $1,200, the per capita income does not seem 
to have much influence on the sales of E bonds. The 
per capita sales in Washington, D. C., were well above 
the average for the forty-eight states. 

Per capita sales for the nation during the first six 
months of 1948 were 5% under those of the similar 
period last year. Only ten states showed an increase 
from 1947 to 1948. (See Chart 2.) 


CITY vs. COUNTRY 


More savings bond holders are found in urban areas 
than in rural areas. Sixty per cent of the rural spend- 
ing units interviewed in the 1948 Survey of Consumer 
Finances reported no holding of savings bonds, as 
compared with 46% in metropolitan areas. The per- 
centage distribution of spending units within place 
of residence as reported in the survey is as follows: 


Series A-F Held! Metropolitan Other Urban Rural 
Areas 


‘eas ‘eas 
IS), 9 As Sn en i 46 53 60 
MN ea mtPartena, erwnaiSeracta 98 Q7 24 
SULT elie i See a ea 18 14 10 
$2;000 and Over................. 8 mall pn: 
PRMMIBITECS eter. cts de ects hee sO 100 100 100 


1Valued at 80% of maturity value except for recent purchases, which are valued 
at purchase price. 


Professional, managerial and self-employed per- 
sons hold the largest amounts of Series A-F savings 
bonds. The latest Swrvey of Consumer Finances re- 
veals that 17% of the professional group and 16% of 
the managerial and self-employed group held at least 
$2,000 in Series A-F savings bonds. On the other 
hand, 73% of the unskilled workers did not hold any 
savings bonds. The groups holding the largest 
amounts also had the lowest percentages of those not 
owning any bonds. 

The survey also points out that the largest amounts 
of A-F bonds are held by the higher income groups. 
Nearly 80% of the units reporting incomes under 
$1,000 did not own any savings bonds in early 
1948; one quarter of the units reporting incomes of 
$5,000 and over held at least $2,000 in savings bonds 


Table 3: Percentage of Series E, F, and G Savings 
Bonds Redeemed 


Source: Treasury Department 


By | By | By | By | By | By 

Series and Calendar Year in Which Issued | End | End | End | End | End | End 
of of of of of of 

1 Yr.|2 Yrs.|3 Yrs.|4 Yrs.|5 Yrs.|6 Yrs. 


Series HE! 
$25 denomination 
Blogs... Pee a ee 16 | 26 | 34 | 44 | 51 
Bl94S 5 ve. eed Sess Seer. 26 | 38 | 50 | 58 
Oye eh oe ORs oF ee ee 33 | 50 | 59 
BOAR er ccc tt iaton: desiesistrasie 46 | 58 
| Oa OG eel ces AeA or. ated See 461 3. i + x 
Average, E, from Jan. 1, 1942.....| 33 | 43 | 48 | 51 | 51 
$50 denomination 
E42 hs Areal tats ercbetew 8 | 16 | 22 | 31 | 38 
Fl 943 spew hye chaos, tk aes Doe 16 | 26 | 37 | 46]... 
TL OAG Jeo ee eres tne Ake cheers ck beys 23 | 39 | 49 
T9465 ees oe eave tas che as ees os 36 | 49 
BELSS6 ee ee ee eee SE" Le oe 2 Ae 
Average, E, from Jan. 1,1942.....} 24 | 32 | 36 | 38 | 38 
$100 denomination 
LOSI K Os gett, Nt ee Seieeeas See heer aes 5 | 10 | 15 | 22 | 29 
DY ee a is a ok aa Soe alee SO tae, 
st GAA ey Send oA. cb eyelet oe 11 | 23 | 32 
1 ee ee Be Ee ee Aine eee 20 \eSt | a. 
I-BOSG ERE ee he. teed cae os 20M Hi oe e> 
Average, E, from Jan. 1, 1942..... 13 | 20 | 24 | 27 | 29 
$200 denomination? 
BH1045 Oak ck o eoiaeteb ies 6 | 15 
Ri LOSG Ree ee ee ee ee Lome. 
Average, E, from Oct. 1, 1945... .. 9 | 15 
$500 denomination 
1942 ee Mea eee. 4 8 | 13 | 19 | 24 
L048 vee s hiae Aap aha 155 baat bot ea PRP 
TOA Whee A Sha is ire aiics oo, < ial ee eee es 
EHTO4G. eee pee ee 11 | 20 
He NO4G66. a Aca Hae leee MES oS ine Pe AY 
Average, E, from Jan. 1, 1942.....| 8 | 14 | 19 | 22 | 24 
$1,000 denomination 
NAD etc RE tensa, are Sit au ecain).tte 4 8 | 12 | 17 | 22 
Bra U OASIS Ree cre acces te sn e,0 aiteyecs Bi LIM) LS"o4 12.8 
E04 ae PU aes: BSS Tob 160) 235) x 
Wat OAD fe es eames, yy eect y 11 | 19 
PHL em eric ae ree cc ats LOM) rehome | fess 
Average, E, from Jan. 1, 1942.....| 8 | 14 | 18 | 21 | 22 
Series F and G 
$25 denomination® 
i EY ee oe a en see 0} 5] 11] 19 | 27 | 39 
aed ape er ee cst a eters, stte erseteaet rie 1 4 Cie (oe ba Ea a 3 
PANOESE PP a: Sea BR 3 7) 12/18 
10 Alas toroid ..c meted heevs Cette. aia 3] 10 | 16 
P94 bea ae ae. cet a toe ae 6 yr E47} ¢. 
RE ONG is i cn. ates Ge LR echt as ofl rat sp. 
Average, F, from May 1, 1941..... 3 4°8'} 11-| 16 | 21 | 89 
$100 denomination 
BAGS 041 Oe, tues cei es Daa 2 Si 9. LS" | ste 
hr BAD. seis iat fee tvs snkis, S ens es 1 4 Ha A es 
Ch POSS or ee ane e esis ceipere © 2 6] 11 | 16 
Ee Geel OA gee. Hae. <.ct4 Ae ahah 5 g 8 | 13 
EG —1OS6 cee Mes is Weds ale. Ah LO eae 
BY GVO eect talents ah os ye her CT ete e 7 a : 
Average, F, G, from May 1,1941..} 2] 6 | 10/12] 14 | 16 
$500 denomination 
Woks a Ode a eee. Alaa. bree 1 3 6 9} 12] 15 
Get O49 fk eg Be tLe eae niki 1 4 fim We FT 
1 Ug SIS I bs tat a edn le > I Reg 2 6 | 10 | 15 
1 Tg Cy 2 Ne Sree Ae A» ee 2 7 | 12 
BES LOAG FF accc nk cakieat s seer are $ te ee 
BGT 986 ss See wns = 2 Sih ae ong ape 94 2% 
Average, F, G, from May 1, 1941..! 2 6 9112 |18 115 


(Continued on page 354) 
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Table 3: Percentage of Series E, F, and G Savings 
Bonds Redeemed—Continued 
Source: Treasury Department 


ry” 
Series and Calendar Year in Which Issued Bd End | End | End | End | End 


$1,000 denomination 


By GG aS edetec ates festive Mera 1 3] 6 
FY GOs Le tent. Pek ee 1 4) 7 
By GLAS ee. fe cts g etna Mite were tera 2] 6 | 10 
By G94 sins ee sah i age ete Dk ie 2) 7) le 
By, GHUGsa. anaes eis tee see ae See Sree 
By Geko jas 1 Ey ees bs Se oe Se 3 


Average, F, G, from May 1,1941..) 2 6 ‘9 


$5,000 denomination 


Hi, GOD ee es hats Fiat «saat dais, tse 1 3 5 
By GE1GA@ sc. tate ties tadlarn 6 5 = ae 1 5 8 
EB, GU049 6h occ avctag tors os ess Q 6 | ll 
Ky Ga1044 pects a ei ate aie oe 2 T hs 
By Galo kite Neti, eet aici s) hans, 3 See W eas 
BH, G-1946 .  tiveme ca + vcd cung sen a6 Srl aptecah ene 
Average, F, G, from May 1,1941..} 2] 6] 9 
$10,000 denomination 

IB GHLOal soa ctetbeteic tenia. 3 1 3 5 
Fy, G-1O4@ 5.955 cid. Hae «ob ols 1 4 7 
By GaV948 2 eget 5c pone iets gene ee 2 5 9 
By GHlOaa tae Scere ts ieee een 2 4 8 
BF, G14 eee meee ere ees Q Sheer 
BY 'G=1946 8. cctt-faerc tates Fall SF 


> 
= 


Average, F, G, from May 1,1941..| 2 

Note: The percentages shown in this table are the proportion of the value of the 
bonds sold in any calendar year which are redeemed before July 1 of the next calendar 
year and before July 1 of succeeding calendar years. Both sales and redemptions are 
taken at maturity value. The average percentage shown above are simple averages 
of the percentages for the applicable annual series. 

1810 denomination Series E bonds not included in table. 

2First issued October 1, 1945, 

8Series G savings bonds are not available in denominations of $25. 


(Series A-F). A comparison of the holdings of sav- 
ings bonds with savings accounts and checking ac- 
counts reveals that fewer spending units reported no 
savings bonds than either of the other forms of liquid 
assets. 

The average cost of issue for a savings bond 
amounts to 20 cents. The inclusion of the cost of 
redemption raises the average to 41.6 cents. This 
figure does not include any intermediate transactions 
such as are involved when bonds are lost or when the 


beneficiary of a deceased bondholder requests re-: 


issuance in his name. 

The cost of selling savings bonds lies between 40 
cents and 50 cents per $1,000 of sales. In April, the 
national director of the savings bond division stated 
that the cost was 45 cents per $1,000. In the fiscal 
year 1947, it was 41.2 cents, with an estimated 50.3 
cents in fiscal 1948. 

The promotional expense involved in selling sav- 
ings bonds today is below wartime outlay. In the 
fiscal year 1942, the operating costs per $1,000 sold 
reached $1.074; 1943, $.683; 1944, $.846; 1945, $.765; 
and 1946, $.945. The actual operating costs for the 
period 1945-1947 are shown in Table 1. 


Bernard Moss 
Division of Business Economics 


Economic Notes 


Everything Abnormal 


“Industrial operations today are filled with abnormalities. 
This applies to business volume, prices, profits, dividends 
and about everything else. It will be two years and proba- 
bly more before we can look at the statistical position of 
any business in terms of its long-term trends. This is be- 
cause of the economic consequences of the war itself and its 
aftermath.”—Alfred P. Sloan, Jr., chairman of the board, 
General Motors Corporation, in a message to stockholders, 
May 21, 1948. 


A Productivity Laggard 


“Between 1923 and 1941, the last year for which data 
are available, man-hour requirements per unit of out- 
put in manufacturing industries as a whole declined 47%; 
and in petroleum refining 66%. During this same period 
the man-hour requirements for each ton of coal produced 
were reduced only 24%. . . . Although coal has made some 
progress in reducing labor requirements the rate of reduc- 
tion in manufacturing as a whole and in petroleum refining 
since 1923 has been approximately two times that in the 
bituminous coal industry.”—Donald R. G. Cowan, Consult- 
ing Economist of the National Coal Association, “More 
Capital Equipment—Coal’s Foremost Economic Need,” 
July 1, 1948. 


The Costs of Medical Care 


Fortunately for the American people, the costs of keep- 
ing well have not risen so rapidly as the cost of living. Ex- 
cept for hospital rates, the consumers’ price index for mod- 
erate income families for 1947 was higher than the index 
of any reported medical-care item. The following table 
shows these index numbers for 1947: 


Indexes of All Consumers’ Prices and of Component 
Medical-Care Costs in Thirty-four Large Cities, 1947 
1935-39=100.0 


Source: Bureau of Labor Statistics 


Item Index 
All:consumeér items’ priced Ji cis). .lc ee eee seen tee 159.2 
Medical carejand drugate Ait tive. nausea oe 131.6 
Medical care, excluding drugs................-+eeeeeee: 135.3 
Services of general practitioners...................... 130.3 
Surgeons and, specialists s.jijed sory Siewls\« wise ne es ater 129.4 
Dental, care.:.....:..cc1c «etgherite to) saat. ake eee 137.4 
Bloapital rates)? 8 Saaeweeoen > ie teas oe eo eee 179.6 
Opticaliservices,.J:) ics alactd Feehan s Oe ae eee 118.64 
Presenptions and Grugs..é0 sun petted aaae sie tte Oe . 115.4 
Prescription... agus ~a eles) +4 ae Sickie ook keene 123.7 


aFirst half of 1947; service not priced after June, 1947. 


The behavior of medical-care prices in thirty-four large 
cities may not reflect the price changes in all the towns and 
cities where physicians practice. However, it does indi- 
cate the general trend of medical-care costs to the Ameri- 
can people—Frank G. Dickinson, “Comparative Increases 
in the Costs of Medical Care and in the Costs of Living,” 
Bureau of Medical Economic Research, American Medical 
Association, May, 1948. 
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Economic Effects of Basing Point Decision 


|S Aaglaae executives generally expect unfavor- 
able results from the recent Supreme Court ruling 
outlawing multiple basing-point pricing, according to 
a Conference Board survey. Although the decision 
had specific reference only to pricing practices in the 
cement industry, it has been generally construed as 
also being applicable to other industries. 

Many executives believe that the ruling “outlaws” 
all freight absorption or delivered price methods. 
Until Congress or the courts clarify the situation, in- 
dustry must assume that f.o.b. mill pricing is the 
only safe policy at this time. 

Several industries, including steel, cement, refrac- 
tory brick, and some chemical branches, have already 
switched over to f.o.b. mill pricing on the assumption 
that this ruling covered them. Other industries are 
reviewing their pricing policies with an eye toward 
their possible revision. 


FEW AGREE WITH RULING 


A typical reaction to the ruling is the following 
statement by a paper company executive: “We feel 
that the basing-point pricing system which has de- 
veloped over a long period of years is based on sound 
economic reasons. Both producers and customers 
want the system, and to force another system by 
government fiat would cause serious and inequitable 
readjustments. The changes would increase the cost 
of the product to the customer, work an economic 
hardship on many investors and employees, and be 
harmful to many communities.” 

A steel company official traces briefly the historical 
development of basing-point pricing: 

“In the early days, steel production was largely con- 
centrated in the Pittsburgh district and was sold to con- 
sumers at the Pittsburgh price, plus the freight to the 
point of consumption. This meant that fabricators and 
consumers of steel were then compelled to depend mainly 
on the Pittsburgh district for their supplies. As the coun- 
try developed and the consumption of steel expanded, 
however, Pittsburgh steel production became inadequate, 
and steel plants were built in some other localities— 
principally Chicago. 

“Chicago then established its own price at its mills 
which, on most products, was the same as the Pittsburgh 
mill price. At consuming points near to Chicago, the de- 
livered price became the Chicago mill price plus freight 
from Chicago to destination rather than from Pittsburgh 
to destination as had been the case formerly. To meet 
this competition, Pittsburgh absorbed freight to sell in 
the Chicago area, and, of course, Chicago similarly ab- 
sorbed freight to sell in the Pittsburgh area... . 


“This was the beginning of the multiple basing-point 
system. The geographic center of steel production moved 
steadily westward as other steel-producing localities de- 
veloped and established their own mill prices. By absorb- 
ing freight, steel plants in any one locality were able to 
compete in all steel-buying localities. By having regular 
customers in all steel markets, a steel plant was insured 
against the effects of a decline in steel demand in any one 
market. Likewise, there was a great advantage for steel 
consumers in this merchandising method, because the 
ability to buy steel on a competitive basis from all steel 
producers freed the steel consumer from dependence on 
the local steel producers.” 


As against the views of the preponderant majority, 
who feel that the multiple basing-point system has 
a sound historical and economic basis and should be 
continued, there are a few executives who feel differ- 
ently. One of them finds that the old system “is 
arbitrary and contravenes natural economic laws. It 
throws into the discard the economics of location . . . 
allows strong units to take on uneconomic business 
at the expense of near-mill customers . . . arbitrarily 
forces the uneconomic location of plants . . . slows 
down the processes of competition by preventing price 
changes by individual operators. . . . Over a period 
of years it has caused great unnecessary freight ex- 
pense to the country, and through cross hauling has 
caused economic energy to be diverted to unproduc- 
tive effort.” 

A number of industries claim that the Supreme 
Court ruling does not affect them as their own policy 
has always been f.o.b. at the mill. In view of the 
almost universal use of steel, however, it hardly seems 
possible that the impact of this decision will not be 
felt, even if the reaction is indirect. 


REASONS FOR MAJORITY VIEW 


Industrial leaders point to various detrimental ef- 
fects that they feel this decision will foster. These 
harmful results will not be immediately apparent, 
they say, since consumers are willing to shoulder al- 
most any additional expense today to obtain scarce 
materials. A few dollars in freight charges for a ton 
of steel does not mean much in a sellers’ market. But 
the new ruling will have its effect, principally, they 
say, in reducing competition, raising costs and prices, 
and in dislocating industry. 


Reduces Competition 


An overwhelming majority feel that outlawing 
basing-point pricing will reduce rather than stimulate 
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competition. Distant producers will be unable to 
compete with local plants wherever freight constitutes 
an appreciable portion of the total price. Strategic- 
ally located plants, with no competitors near-by, will 
be in a position to raise prices up to a point where it 
would pay consumers to order from distant mills. In 
some areas local monopolies would operate with the 
consumers limited to only one local source of supply. 
In such circumstances, the supplier might not be so 
eager to meet the particular requirements of a cus- 
tomer. 

Statements by several executives commenting on 
the likelihood of a serious curtailment in competition 
as an accompaniment of this historic decision follow. 

“By having to sell at f.o.b. price, point of manufac- 
ture,” says the head of a steam boiler company, “we 
are at a disadvantage in meeting competition in cer- 
tain territories. The cost of additional plants at new 
locations would be prohibitive and uneconomic.” 

A railroad car builder also sees competition curtailed 
through “imposing the handicaps presented by geo- 
graphical barriers which were eliminated by means 
of the delivered price system.” 

A paper manufacturer declares that the ruling “will 
mean a much greater tendency toward monopolies— 
particularly regional monopolies—than has existed 
either under basing-point or zone-price policies.” 


Small Companies May Be Hurt 


Smaller companies may be adversely affected by 
the ruling, according to many of the executives. Gen- 
erally, these are one-plant organizations which, by vir- 
tue of freight absorption, have been able to compete 
on a nationwide basis. One well-known national man- 
ufacturer, whose one plant is in New England, asserts 
that “the delivered pricing system permits the small 
manufacturer to ship to a much wider market than 
he otherwise could. This larger volume permits him 
to spread his overhead over a much larger tonnage 
than otherwise would be possible, and it more than 
offsets the freight allowance.” 

A wire rope manufacturer says that his two plants 
in an eastern seaboard state cannot hope to compete 
with the larger, more strategically located plants of 
his competitors. 

“Formerly,” he says, “we were able to compete with 
other manufacturers but now we are required to sell 
f.o.b. our plants and are no longer able to compete 
with other smaller and larger plants, including Big 
Steel, which has plants strategically located through- 
out the country.” 

A few company officials believe, however, that the 
basing-point ruling may help small companies. They 
feel that during the shortage of steel, for example, 
mills have been informally allocating steel to the 
most profitable outlets (7.e., the large customers near- 
by). With an f.o.b. mill price they look for a better 


break. According to a builder of railroad equipment: 


“During the past eighteen months, steel mills have been 
limiting their distribution to consumers near their mills. 
This eliminated the necessity of absorption of increased 
freight rates. However, the small users, not favorably 
located geographically, had difficulty in placing orders for 
steel, especially sheets. It is important that small buyers 
keep their plants in operation. Therefore, shipments f.o.b. 
mill, with the buyers paying the freight, may during the 
next year or two enable them to procure some steel from 
legitimate sources at regular prices.” 


Raises Costs and Prices 


No lowering in prices is looked for at this time as 
an accompaniment of a change to f.o.b. mill pricing. 
The short-term outlook is complicated by the cur- 
rent inflationary trend in almost all prices and a num- 
ber of cooperators in the survey point out that the 
old basing-point prices are becoming the new f.o.b. 
mill prices. Consequently, even the companies lo- 
cated across the street from a supplier plant do not 
stand to receive lower prices except in relation to 
what their more distant competitors will be paying. 
A more nearly normal supply situation may bring 
about actual reductions for consumers in the short- 
haul category, especially in areas with surplus ca- 
pacity. 

If the decision forces a decentralization of key 
industries, which for valid economic reasons have re- 
mained centralized, higher unit costs may result. 
This will follow if the size of individual plants is 
below optimum. For example, in the steel and paper 
industries large integrated units are the most efficient 
and any substantial subdivision would have a disas- 
trous effect on unit costs. A further obstacle to lower 
prices under the new ruling is the current uncertainty 
regarding supply sources. A manufacturer of heat- 
ing and plumbing equipment reports: 


“Steel of all kinds is in short supply and we have to 
buy it from any source from which we can obtain it. 
We cannot forecast what our incoming freight costs on 
it may be. Now that the basing-point system has been 
discarded by steel producers, we are compelled to base 
our prices on freight costs from the steel mills furthest 
from where we manufacture.” 


A number of company executives point out that 
few steel mills turn out a complete assortment of 
sizes and shapes so that even those fabricators with 
advantageous locations must rely on distant mills for 
a part of their needs. A movement of steel-fabricating 
plants to steel-producing centers might result in 
higher prices. According to a prominent builder of 
air-conditioning equipment: 


“There has been a trend toward dispersing large indus- 
try away from the big cities into areas where lower labor 
costs and better living conditions are available. Under 


September, 1948 


the multiple basing-point system of pricing, this was eco- 
nomically feasible, since these dispersed plants could buy 
from various sources at competitive prices adjusted to 
the nearest basing point. However, under the new inter- 
pretation, dispersal of industry becomes uneconomic and 
large consumers of all materials that are sold f.o.b. their 
source must so locate their plants adjacent to these sources 
that they get the lowest possible costs. This will tend to 
crowd industry into large centers where the cost of living 
and housing are the highest. On this basis, not only will 
manufacturing costs be pushed upward to some degree, 
due to higher taxes, but the workers themselves will suf- 
fer a net disadvantage.” 


In moving from a low-cost to a high-cost area, a 
company faces high costs of new construction. One 
steel industry executive estimates that a new steel 
plant now costs approximately $300 a ton produced 
as against less than $20 a ton depreciated value of 
older but still efficient plants. : 

Not all companies anticipate increased prices as a 
consequence of the shift of steel, cement, refractory 
products and other key materials to an f.o.b. basis. 
Generally speaking, they are the fortunate few that 
are located strategically both with reference to sup- 
pliers and markets. Also, they are talking in terms of 
the longer-term outlook. One of the few industrial 
leaders expecting to benefit from the change says: 


“In a buyers’ market the over-all base price to con- 
sumers should theoretically be less under f.o.b. mill pric- 
ing because of the elimination of cross hauling encour- 
aged by freight absorption. The effect on cost would 
differ between customers, however, dependent upon the 
distance from the mills.” 


A similar comment by a petroleum refiner states: 


“The cost to some users will be higher, but to others 
it will be lower, and obviously the total cost of steel plus 
transportation will, if anything, be reduced by the move.” 


DISLOCATION OF PLANTS 


Industry leaders believe that abandonment of 
basing-point pricing will result in a greater concen- 
tration of plant facilities. For every executive who 
looks for an acceleration of the trend toward decen- 
tralization as a result of the ruling, there are ten who 
expect to see greater centralization. They reason that 
the basic producers of raw materials such as steel, 
cement, petroleum products, paper, refractory prod- 
ucts, and chemicals cannot subdivide and disperse 
their facilities economically. 

The president of a cement company puts it this 
way: 

“The cost of erecting and placing in operation a cement 
plant of economical size today is prohibitive. The return 
on invested capital is relatively small as compared with 
other industries, and therefore the incentive for new 
production is not nearly so great nor so attractive from 
the standpoint of investment as is possible in some other 
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industries where additional capacity is required or de- 
sired.” 


The difficulty of decentralizing steel production is 
noted by a steel executive. He says: 


“Steel plants cannot be built just anywhere. Efficient 
production of steel requires a combination of favorable 
economic factors available at comparatively few geo- 
graphic points. Most important among these factors is 
the cost of transporting raw materials from their sources 
to the plant, since more than four tons of raw material 
must be brought into the plant for each ton of finished 
product shipped out. This is the reason why the produc- 
tion of steel is limited to certain areas, while the distri- 
bution of steel is nationwide.” 


Industry leaders foresee a movement toward the 
production centers of key commodities by fabricators 
who are better able to build and operate smaller 
plants. The case of Kelsey-Hayes is mentioned fre- 
quently. This company is moving from Detroit to 
the Pittsburgh area, ostensibly to be closer to steel 
plants. 

If f.o.b. mill pricing does result in a greater degree 
of centralization, it will be regarded with considerable 
trepidation by the National Security Resources Board 
and the Munitions Board, the nation’s two top indus- 
trial mobilization planning groups. They have gone 
on record as actively supporting wider dispersion of 
plant facilities for strategic defense reasons. 

The anomaly of one branch of the government call- 
ing for dispersion of industry and another issuing 
rulings which may well have an opposite effect is 
noted in the remarks of a hardware manufacturer. He 
writes: 


“At a time when the War Department is advocating 
decentralization of industrial areas, the Supreme Court 
decision seems to be particularly inopportune, as the net 
effect of the change may result in the larger concentra- 
tion of industry at mill points.” 


A manufacturer of refrigeration equipment de- 
clares: 


“Aside from the economic unsoundness of this trend, 
another factor enters the picture which must be con- 
sidered—and that is, with the development of military 
weapons and the advent of atomic energy, to concentrate 
industry in large centers is virtual suicide from the view- 
point of national defense. If there was ever a need for 
scattering industry into the smaller towns and villages, 
this is the time. This is a factor that must not be over- 
looked, politics notwithstanding.” 


Some Decentralization Forecast 


Though the consensus does indicate that a centrali- 
zation of fabricating plants will take place around 
key steel-producing areas, there are signs, neverthe- 
less, pointing to decentralization by some companies. 
The obvious purpose of the dispersion of plant facili- 
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ties is to regain a competitive position in distant mar- 
kets served more economically by competing compa- 
nies near-by. An executive of a refractory products 
company calls attention to his own company’s plans 
for establishing branch facilities near important mar- 
kets. He says: 


“We are giving consideration to decentralizing our 
production facilities so as to provide production points 
which will compete with the existing manufacturers of 
our type of product in other areas. However, there are 
many factors which tend to discourage decentralization, 
among these the greatly inflated cost of construction and 
the difficulty of securing suitable sites in conjunction with 
adequate reserve of raw materials. If we decide ultimately 
to pursue a policy of decentralization, it is probable that 
our base price at the new production points will neces- 
sarily be higher than that which we previously used with 
a single point of production, since our operating costs are 
materially affected by volume.” 


Other effects of the ruling include, say the execu- 
tives, the following: 
1. Creation of excess plant capacity in some locations; 


2. Abandonment of some plants in communities un- 
favorably situated marketwise; 


3. Creation of uncertainty as to all “delivered price” 
or “destination price” methods; 


4. Forcing of consumers to take poor-quality materials 
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from local source or pay freight differential from distant 
mills; 

5. Ending of uniform national pricing; 

6. Elimination of cross hauling; 

7. Impeding industrialization of remote areas. 


FOR LEGALIZING ABSORPTION 


It is not entirely clear whether the ruling against 
basing-point pricing outlaws all freight absorption.’ 
There are other issues to be settled; for example, the 
question of whether uniform national prices are a 
violation of the law. Also, whether the courts and 
the Federal Trade Commission will make any distinc- 
tion between industries producing heavy bulky goods, 
where freight is an important element of cost, and 
those manufacturing light goods of appreciable value 
where freight is an insignificant factor. 

These questions and others will be taken up by the 
Capehart Committee, which will report to Congress in 
March with recommendations for new legislation if 
they deem it necessary. 


Paut W. Dickson 
Henry E. Hansen 
Division of Business Practices 


1A recent statement by Corwin D. Edwards, director of the Federal 
Trade Commission’s Bureau of Industrial Economics, claims that the 
FTC is not attacking basing-point pricing per se but only when ac- 
companied by collusive price fixing and injurious price discrimination, 


Position of Small Manufacturers 


RECENT survey! reports a fall of 50.5% in net 
income before taxes? for the first quarter of 1948 
as compared with the first quarter of 1947 for manu- 
facturing corporations with assets under $250,000. 
FTC and SEC data reveal that this drop occurred 
despite an increase of 5.7% in net income before taxes 
for manufacturing corporations as a whole during the 
same period. 

It has been maintained that “small businesses are 
particularly vulnerable during periods of stormy eco- 
nomic weather.” So, since small business may act as 
a barometer of cyclical movements, a survey of both 
the immediate and long-term trends in small cor- 
porate manufacturing is of particular interest. 


Table 1 shows index numbers for net sales, costs, 


1Quarterly Industrial Financial Report Series for all United States 
Manufacturing Corporations, First Quarter, 1948, Federal Trade 
Commission and Securities and Exchange Commission. 

In order to gauge the effect of only economic forces on earnings, 
comparisons of after-tax income are made only incidentally in this 
report. 

®Robert V. Rosa, “Small Business and Depression,” Harvard 
Business Review, January, 1948, p. 58. 


and expenses, and net income before taxes, by size 
categories, and quarters, for 1947 and 1948. Table 4 
presents various measures of profitability for specified 
years since 1936. 

What these tables seem to evidence for 1947 is 
that, for manufacturing as a whole, costs were con- 
tinually eating into the sales dollar, margins compris- 
ing 12.4% of sales in the first quarter and then falling 
gradually to 10.1% in the fourth. Although sales 
were rising in the second and third quarters, this 
squeeze on margins caused a reduction in income. In 
the fourth quarter, the sharp rise in sales of 10.4% 
was reflected in an increase of 5.8% in income. 

The picture for the smallest corporations* is a dif- 
ferent one. For the first three quarters of 1947, mar- 
gins trended upward. Hence the moderate rise in 
sales during the second quarter and the sharp rise 
during the third quarter were clearly reflected in 
appreciable increases in income. These corporations 
comprised the only size group to show an increase in 
rate of income over the first three quarters. During 

1Those with assets under $250,000. 
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the fourth quarter, margins fell sharply from 7.8% 
to 2.6%. This fact, coupled with a concurrent de- 
cline in sales of 4%, precipitated a fall of 67.7% in 
income. This decline went contrary to the increase 
in income of all manufacturing corporations. Of this 
67.7% drop in income, 63.6% is attributable to a fall 
in margins and 4.1% to a fall in sales.1 However, 
notice should be directed to certain qualifications of 
fourth-quarter data which the FTC and SEC them- 
selves point out: 


“In comparing the fourth-quarter estimates of profits 
with the third quarter it is important to understand that 
sample reporting corporations were instructed to make 
their fourth-quarter reports reflect year-end adjustments 
not reflected in reports of previous quarters, so as to make 
the sum of the four quarterly reports equal approximately 
the totals for the year. This instruction was given because 
it appeared that some corporations, especially the smaller 


Table 1: Manufacturing Sales, Costs, and Income, 
1947-1948 


Sources: Federal Trade Commission; Securities and Exchange 
Commission 


Index Numbers: 


1st Quarter, 1947=100 


1947 1948 


Asset Size 
(Thousands of Dollars) 4th 


Quarter 


@nd 
Quarter 


8rd 
Quarter 


1st Quarter 


Torat.. Perey 
Under ae. 
OUI TUO, oo. ss ceo 
BOO TO GOO seo sci. 
HFOITOME OOO... ic 0-0 
1,000 and over 


500 to 1,000.......... 
1,000 and over 


GUE 
1,000 and over 


ones, had not attempted to allocate to previous quarters 
certain expenses which, although applicable to the entire 
year, were not reflected until the last quarter.’”” 


Since the smallest corporations did not feel the 
squeeze on their margins which was in evidence 
throughout the remainder of manufacturing during 
the first three quarters, it seems likely that the sharp 


1See Table 2 for the method of allocation. 
20p. cit., Fourth Quarter, 1947, p. 2, italics mine. 


Table 2: Sources of Percentage Changes in Net 
Income Before Taxes, First Quarter, 1947, to 
First Quarter, 1948 


Sources: Federal Trade Commission; Securities and Exchange 


Commission 
Change in Allocable to Changes 
Asset Size Net Income 
(Thousands of Dollars) Phy sis ’ 
1st Q 1948 In Sales In Margins 
BLOGS cage aaemrrenets tae + 5.7 +12.7 -7.0 
Unden 250 Ser. eck. -50.5 —4.6 —46.0 
ZhO|tO1 OOO LES, aneleteles -18.4 +2.4 -20.8 
1,000 to 5,000......... 25.2 —2.5 —22.6 
5,000 to 100,000....... -6.1 +8.0 -14.1 
100,000 and over...... +47.3 +36.0 +11.4 


Note: The pllocaiien of changes in income is made as follows: 
a. The change in sales from the first quarter of 1947 to the first quarter of 
1948 is multiplied by the margin of first quarter, 1947. The resultant increase 
(or decrease) is due to a change in sales alone. 
b. The change in margins is multiplied by sales of first quarter, 1947. The in- 
crease (or decrease) is due to margins alone. 
c. The difference between the total change in income and the sum of (a) and 
(b) is allocated according to the independent contributions of sales and margins. 
For all sizes, income increased 5.7%, while that part apportioned to sales was 
12.7%. This means that the rise in sales more than offset a fall in margins; i. ¢., 
the contribution of sales to income was equal to an amount which would raise in- 
come 5.7% plus an amount to offset a fall in margins. 


fall in these margins during the fourth quarter was, 
to some extent, artificially induced—by the above 
mentioned year-end adjustments by small corpora- 
tions.1 It appears, therefore, that the relatively favor- 
able position of small corporations during the first 
three quarters of 1947 and the evidently sharp de- 
terioration of this position during the fourth quarter 
reflect to some extent the accounting procedures of 
the corporations. Nevertheless, some part of the di- 
vergence of small corporate manufacturing from cor- 
porate manufacturing as a whole during the fourth 
quarter appears to be real. 


UP SLIGHTLY 


For the first quarter of 1948, the smallest corpora- 
tions recouped about a sixth of the fall in their rate 
of income incurred during the fourth quarter of 1947. 
Income of corporate manufacturing as a whole contin- 
ued upward. 

A comparison with 1947 first-quarter earnings re- 
veals a significant divergence in profitability for the 
smallest corporations from corporate manufacturing 
as a whole. A broad cross section of industry shows 
this divergence, which is, therefore, not confined to 
particular industries. For manufacturing as a whole, 
increases in sales more than offset the unfavorable 
effect of falling margins. (See Table 2.) For the small- 
est corporations, however, moderate declines in sales 
reinforced the appreciable fall in margins. 

Changes in sales and margins are, of course, not 
independent of one another. Where fixed costs com- 
prise a significant proportion of total costs, a fall in 

1It is highly doubtful whether these adjustments accounted for the 
complete decline in income since it would be difficult to ascribe the 
4% fall in sales to any of these adjustments. And, in view of the up- 
ward trend in costs throughout the es it is highly improbable that 


actual costs. (corrected for year-end adjustments) could have fallen 
sufficiently to maintain the third-quarter rate of income. 
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TABLE 3: CURRENT POSITION OF MANUFACTURING CORPORATIONS, 1939-1948 


Sources: Federal Trade Commission; Securities and Exchange Commission; Federal Reserve Board; Bureau of Internal Revenue 


Asset Size (Thousands of Dollars) First 


Quarter 


250401; 000. 2 ae mcscaie toca ie ste etaibuarvieriete <r 
1,000:60:5,000; 2 gawk eee seen ae 
5,000:'t0' 100000. sa.336 rosie ieusiels ayenafetos 
100,000 and over 


250 to 1,000 
1,000) t6:5 0005. c rode eerie ec erie 
5,000 :40;100,000 : xascrtaan ected oe 
100,000 and over 


250'to: 10007 Sa. eis eer tee ee ae ae 
T0000 5,000.7 hah. os cnere aera ec eee as. 
000" EG" LOO SOOO5 eee ere eerare ere aes sete 
100,000 and over 
1Companies distributed by first quarter, 1948, asset size. 
2Companies distributed by first quarter, 1947, asset size. 


*Companies distributed by 1946, asset size. 
‘Companies distributed by 1941, asset size. 


sales is likely to act adversely on margins. Poorer 
cost control by smaller firms may have been another 
factor leading to the squeeze on margins of these firms. 
Table 3 reveals a fall in the current ratio from 2.42 for 
the first quarter of 1947 to 2.21 in the first quarter of 
1948 for the smallest corporations. The ratio of cash 
plus government securities to current liabilities fell 
from .70 to .59. 

These rates fell for all manufacturing also, but rela- 
tively less. For the smallest corporations, inventories 
fell 2.7%, but owing to the fall in sales, inventory 
turnover (annual rate) fell from 9.9 to 9.7. An in- 
ventory rise of 12.0% for all manufacturing was offset 
by an increase in sales, leaving inventory turnover 
virtually unchanged. 


BOON TO SMALL BUSINESS 


Wartime prosperity was a boon to small business, 
which made phenomenal gains in its economic posi- 
tion. Office of Price Administration’ data reveal that 
small industrial corporations (assets under $1 mil- 
lion) had by 1944 increased their before-tax profits 
more than 600% over the average for the period 
1936-1939, a rate of growth nearly three times as 
great as all industrial corporations, and more than 
four times that of the largest corporations (assets 
over $100 million) . 


1““Profits Growth to Wartime Peak,” War Profits Study No. 16> 
Office of Price Administration, 1947. 


Second 
Quarter 


1947? 
193895 


Third 
Quarter 


Fourth 
Quarter 


5Companies distributed by 1941 asset size, except for sales-inventory ratio when 
distributed by 1939 asset size. 

Quarterly figures at annual rate. : age" 

aAll corporations with balance sheets as reported in ‘‘Statistics of Income.” 


Although after-tax profit increases for small cor- 
porations were more moderate (less than 200%), 
the rate of growth relative to other size categories 
was more pronounced. These small corporations also 
increased their net worth relatively more than did 
the larger corporations. 

In prewar years, profit margins tended to vary 
directly with the size of the firm because the larger 
firms were “operating nearer capacity at resultant 
lower unit costs. . . . By 1944, with price competition 
at a minimum and all operating at virtual capacity, 
the smaller companies were able to retain as profit 
almost as large a proportion of each sales dollar as 
were the giant concerns, although the level generally 
was higher than before the war.”! Return on net 
worth also increased relatively more for small cor- 
porations than for large. 

Data collected by the Federal Reserve System? 
report a continuation into 1945 of the improvement 
in the financial position of small firms relative to 
large firms. Although return on investment was gen- 
erally smaller during 1945 for all size classes, the 
decline was less for the smaller companies than for 
the larger ones. 

The continued gains of small business throughout 
the war led to a condition that prompted the federal 

10p. cit., p. 55. 


2A. R. Koch and E. J. Stockwell, “Postwar Financial Position of 
Business,” Federal Reserve Bulletin, Dec., 1946. 
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authorities to comment: “At the end of 1945, the 
small- and medium-size concerns were probably in a 
more liquid position than they had ever been in the 
history of the country.” 

The impetus small firms received from the war- 
induced prosperity had begun to lessen in 1946, and 
although small businesses increased their margins and 
return on investment, they were merely keeping pace 
with larger-sized concerns.” 

And for the first three quarters of 1947, small 
business still maintained virtually all wartime gains 
intact, and for the year as a whole continued to be 
better situated than it was before the war. 

Both before-tax return on investment and profit 
margins were still more than twice their prewar fig- 
ures for these corporations. Manufacturing as a whole 
failed to double its before-tax return on investment, 
and actually experienced no significant change in 
margins during the same period. 


10p. cit., p. 1335. 

2A. R. Koch and C. H. Schmidt, “Financial Position of Manu- 
facturing and Trade in Relation to Size and Profitability, 1946,” 
Federal Reserve Bulletin, Sept., 1947. 


A comparison of the first quarter of 1948 with 
comparable prewar periods reveals these smallest cor- 
porations in less favorable light. Both their margins 
and before-tax return on investment were still above 
1940 (4.0 to 2.7 and 14.4 to 11.4 respectively), but 
their relative positions to other size classes had fallen. 
Growth in return on investment since 1940 for those 
corporations with assets under $250,000 had fallen far 
below the rate of growth of other size classes. 

While all sizes experienced a fall since 1939 in 
current ratio and in the ratio of cash, plus govern- 
ment securities, to current liabilities,1 the ratios of 
the smaller corporations fell relatively least. 

Hence after nearly a decade of strengthening their 
financial position both absolutely and relatively, 
small concerns have encountered substantial resist- 
ance to a further improvement in their position. 
Whether the recently reported decline in earnings is a 


1Before any significance can be attached to the declines in these 
ratios, it should be understood that conventional interpretations of 
the current position of business were altered by wartime abnormalities, 
many of which are still reflected in the asset-liability structure of 
business, 


TABLE 4; PROFITABILITY OF MANUFACTURING CORPORATIONS, 1936-1948 


Sources: Office of Price Administration; Federal Trade Commission; Securities and Exchange Commission; Federal Reserve Board 


Second Third 


Asset Size First 
(Thousands of Dollars) Quarter First 
Total Quarter 


Quarter Quarter 


1947? 1944 


19404 1936-39 


Average 
ate FRB? OPA‘ 


PROFITS AS A PER CENT OF SALES, BEFORE TAXES 


CUSTER CNS CAA er Sete ae ne oa 
MIEPs sc fois ce ee sem s 
EPMO TEC OOOO sero ss aie Slelle fers SESS 
5,000 to 100,000............... 
100,000 and over 


PROFITS 


tS) a es ee 
Tomy t0°6,000....:.....08....: 
memento LOO000 22s. os. 5 3s 
100,000 and over 


SCT Oe 
COU bo LOULO00. ones. eas 
100,000 and over............... 


ST eee 
5,000 to 100,000............... 
100,000 and over 


Bi 


A PER CENT OF SALES, AFTER TAXES 


1Corporations distributed by first quarter, 1948, asset size. 
*Corporations distributed by first quarter, 1947, asset size. 
*Corporations distributed by 1944, asset size. 
‘Corporations distributed by 1941, asset size 


‘Corporations distributed by 1939, asset size. 

$Quarterly figures at annual rates. ed 

aExcludes corporations with assets of less than a quarter million dollars. 
n.a.Not available, 
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reflection of the slow transition to prewar relation- 
ships in other segments of the economy, a mere cor- 
rection in a nearly decade-long climb, or something 
auguring ill for the economy as a whole, cannot be 
definitively determined. 

Preliminary data for the second quarter of 1948 
based on 400 large manufacturing corporations com- 


Business 


Bees forecasters appear to be giving rather 
more consideration to the possibility of a reces- 
sion in business than was the case a month ago. Some 
of the indications now being cited are: shorter work 
weeks adopted by some textile mills; hand-to-mouth 
buying extending through more nondurable goods 
lines; continued weaknesses of agricultural prices, par- 
ticularly grains, and softening of prices for some tex- 
tiles. 

The impact of the rearmament program on the 
domestic economy, has, however, not been felt as yet 
and shipments of producers’ goods under the ECA 
program have barely started. Prices of metals con- 
tinue to reach new high ground and the demand for 
steel appears to be as great as a year ago. 

Reestablishment of minimum down payments and 
maximum maturities on loans for the purchase of 
consumer durable goods and the lifting of legal mini- 
mum reserve requirements for member banks high- 
lighted developments in the money and credit field. 


CREDIT CONTROLS REESTABLISHED 


The new regulation, which became effective on 
September 20, is much the same as the old regulation 
W which expired on November 1, 1947. The new 
law covers installment sales and loans for twelve dif- 
ferent types of consumers’ durable goods, provided 
each costs above $50. The new regulation also em- 
braces installment loans for most other consumer pur- 
poses, and loans up to $5,000 are covered. 

The down payment now required on automobiles is 
33 1/3%. A 20% payment is required for cooking 
stoves; dishwashers; ironers; refrigerators; washing 
machines; air conditioners; radio, television and pho- 
nograph sets; sewing machines; suction cleaners; and 
furniture and soft-surface floor coverings. 

Under the new regulation, credits not exceeding 
$1,000 have a maximum maturity of fifteen months; 
above $1,000 the maturity can be eighteen months but 
monthly payments cannot be less than $70. 

These new regulations are not so strict as those 
which expired last November. For example, the down 
payment on appliances is now 20% as against 


piled by the National City Bank show a slight in- 
crease in both the rate of return on net worth (after- 
tax) and profit margin on sales (after-tax). There is 
no indication as yet how the smaller corporations 
fared during that quarter. 
ALAN GREENSPAN 
Division of Business Economics 


Highlights 


33 1/3% which had to be paid down under the old 
regulation. Purchasers of late-model automobiles and 
certain other items for which the expenditure would 
be large, however, have a longer period—eighteen 
months—in which to pay. The scope of the regula- 
tion has been broadened to cover credits up to $5,000 
against a former ceiling of $2,000. 

Except for used-car dealers, there have been rela- 
tively few adverse predictions made on the impact 
of the new controls over installment credit. Even in 
the used-car field, long-established dealers expect 
little damage to result. Instead, they expect the regu- 
lation to force out speculators and overnighters from‘ 
the business. 


NEW RESERVE REQUIREMENTS 


In addition to the credit controls, the “anti-infla- 
tion law” (Public Law 905) also « ithorized the 
Board of Governors of the Federal Reserve System to 
establish additional member bank reserve require- 
ments up to 4% against demand deposits and up to 
144% against time deposits. This authority expires 
on June 30, 1949. Legal maximum reserves against 
demand deposits are now raised to 18% for country 
banks, 24% for reserve city banks and 30% for cen- 
tral reserve city banks. For time deposits, the legal 
maximum is 742%. 

It was generally expected that the Federal Reserve 
would lift reserve requirements, but that the action 
would be deferred at least until the Treasury had 
completed its financing on October 1. But, on Septem- 
ber 8, the Federal Reserve Board voted to lift reserve 
requirements of all member banks. Reserve require- 
ments against demand and time deposits in country 
banks were raised to 16% and 744% respectively, 
and the new requirements became effective on Sep- 
tember 16. Central reserve city banks are required to 
maintain a 26% reserve against demand deposits. 
Only two other times on record have central reserve 
city banks been required to maintain reserves of 26% 
—between May 1, 1937, and April 15, 1938, and be- 
tween November 1, 1941, and August 19, 1942. Re- 
quirements were lowered three times in two-point 
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stages after August 19, 1942, and remained at 20% 
between October 3, 1942, and February 26, 1948. 
However, requirements for central reserve city banks 
have so far this year been raised three times. 

Reserve city banks under the new order must main- 
tain 22% reserves against demand deposits, the high- 
est on record and the first increase since November 
1, 1941. Requirements against time deposits for both 
reserve city banks and central reserve city banks 
have been boosted to 744%, also a new high. 

The recent boost compels the banks to raise nearly 
$2 billion to meet their new reserve requirements, 
according to reserve authorities who estimate $500 
million for central reserve city banks; $700 million for 
reserve city banks; and another $700 million for coun- 
try banks. 

Since the banks will have to sell some of their hold- 
ings of government obligations to meet these new 
requirements, the initial impact is on the govern- 
ment bond market. The chief Reserve economist be- 
lieves that the banks will sell more than $1.5 billion 
in government securities. Higher interest rates on 
loans also appear in early prospect. Further effects 
will depend largely on the readiness of the Federal 
Reserve to take up bank offerings, although it is diffi- 


cult to imagine how it could refuse to absorb them, 
in light of its policy to support the market, come 
what may. 

Thus far, the Federal Reserve banks have suc- 
ceeded in offsetting heavy purchases of government 
bonds acquired in support operations, with retire- 
ments of short terms. But the fiscal position of the 
government is changing. For example, a $9 billion 
cash surplus allowed the Treasury to retire $8.3 bil- 
lion of marketable debt during the fiscal year ended 
June 30, 1948, of which $5 billion was held by the 
Federal Reserve banks.. For this fiscal year, however, 
tentative estimates indicate a much smaller surplus— 
perhaps only $1.4 billion. This indicates considerably 
weaker power to restrain the creation of bank re- 
serves—and bank lending, by means of retirement of 
government securities held by Federal Reserve banks. 


RETAIL SALES UP SLIGHTLY 


The heat wave in late August curtailed consumer 
purchases in many parts of the country, but promo- 
tional sales and. interest in fall merchandise kept 
dollar sales above a year ago. In the first four weeks 
of August, department store sales were 7.9% above 
the comparable period a year ago. This, however, 


TABLE 1: EXPORTS OF SELECTED MANUFACTURES AND COMMODITIES 


Source: Department of Commerce 
Values in Millions of Dollars 


Steel | Electrical _ | Mining, | Metal 
Period ey Mill Machine entre may Working 
Products t renal Ane chinery | 4 achin d ser 
1939 (monthly avge.). . 0.9 5.5 8.6 | 24.3 5.1 9.8 
1946 (monthly avge.)..| 4.6] 17.7| 25.3| 70:5| 8.5] 13.8 
PORT VC shires so the: 3.5 20.6 24.0 66.1 9.5 13.9 
February........... 3.5 14.2 16.5 52:2 6.5 9.6 
LST Ae ae ree 4.6 15.0 20.8 73.8 8.1 16.4 
AUELEUC. s.) «<n 3.9 | 16.6 | 20.4] 64.0 S.0 |" 18:3 
1947 
ATIGAT YS isis.8 «3.5.5 2)et 5.5 by Gat 38.1 99.0 14.6 19.9 
EEE ALY oe chuiisesynusts, 1s 5.8 24.2 41.0 94.2 14.9 14.0 
oi aaa 6.5 31.9 48.7r| 106.5r} 13.5 17.8 
Average.......... 5.9] 27.7] 42.6] 99.97) 14.3] 17.2 
‘vin a T3 32.3 47.4 | 114.1 17.8 18.5 
RRBN OA Sol cus ape aparery e's 7.9 36.5 55.7 | 145.3 et ok 20.9 
{LE a ER 8.4 32.6 48.2 | 109.5 16.0 16.2 
Average.......... 7.9| 33.8; 60.4 | 123.0] 18.3} 18.2 
mers ee. JEG Crt 33.0 49.5 | 116.0 16.7 17.9 
PRM OTIS Gee ior ainrts x erajare o's 6.0 31.0 43.4 | 100.1 14.2 13.8 
September.......... 6.6 | 81.5) 49.8 |) 95.7.) 14.1 | 13.2 
Average.......... 6.1 $1.8 | 45.2 | 103.9 15.0 15.0 
Wetober!  .. 02 .3° 8.1 37.6 51.6 | 115.6 17.0 15.8 
November.......... 6.2 34.6 49.1 | 115.2 14.9 15.7 
December 5.7 $7.1 47.8 | 125.6 17.2 16.6 
Average. ct... ss 6.7| 36.4] 49.5] 118.8] 16.4] 16.0 
1948 
Masnary ho. wl.) 013 5.7 33.2 42.8 | 117.0 14.9 13.4 
ob Ta 5.6 29.9 46.2 | 111.0 ph 15.0 
PMs ss ons + « 5.4 32.8 49.0 | 120.1 V7 16.0 
Average. ......... 5.6} 32.0] 46.0] 116.0] 16.6] 14.8 
PATIL te'3 6c § os) SetIE, AR 6.0 29.8 50.1 | 116.2 15.0 14.4 
10S a NS a 5.8 26.1 47.6 | 109.1 18.8 11.7 
“Tt ieclenp-qpgling: Iiermanaln 5.0 28.5 $7.5 | 101.8 13.7 11.9 
Average.......... 5.6 28.1 45.1 | 109.0 14.2 12.7 


January, 1948, and on includes exports under the Army Civilian Supply Program. 


Number | Number Car Number | Cotton Cotton 
Appli- “ sonia of Pas- ea of es Coal Aas Sos 
ruc senger men ufac- 
ances Jand Buses Can Pai Amon tured) ae) 
2.4 | 9,555 | 11,489 Sak 102 20.2 5.2 4.7 
4.2 |14,248 | 9,750 7.3 192 44.7 25.2 29.6 
3.2 | 6,337 | 2,685 5.6 96 34.7 19.2 25.4 
3.1 | 9,009 | 2,130 6.0 89 29.0 20.6 25.7 
3.2 | 8,084 | 3,806 7.5 117 37.8 24.1] 28.5 
8.2 | 7,810 | 2,874 6.4 101 33.8 91.3 26.5 
7.9 |19,738 | 19,422 9.8 278 47.7 29.2 50.2 
6.9 | 21,630 | 18,840 10.97 287 61.0 27.2 59.7 
8.8 | 28,2687) 24,635 15.0r AT5 60.7 36.5 70.8 
7.9 | 23,2127! 20,966 11.97 347 56.5 31.0 57.9 
9.4 |29,967 | 25,331 14.3 296 45.6 42.0 72.6 
10.6, 131,290 | 27,906 16.6 327 41.1 62.4 80.5 
6.5 | 21,163 | 21,399 14.6 272 50.1 61.6 67.5 
8.8 | 27,473 | 24,879 15.2 298 45.6 55.3 73.5 
7.0 |16,119 | 23,126 15.8 233 13.2 44.5 62.7 
8.3 | 25,783 | 23,454 14.9 166 bei 75.9 66.4 
8.1 | 19,380 | 20,862 14.1 184 18.2 67.6 60.0 
7.8 | 20,427 | 22,481 14.8 194 11.0 62.7 63.0 
9.8 | 24,828 | 21,457 14.4 186 22.1 65.8 63.6 
9.3 | 18,847 | 19,814 138.7 219 24.5 56.9 56.8 
9.1 |17,003 | 20,549 14.4 240 37.5 42.8 47.1 
9.4 | 20,226 | 20,607 14.2 Q15 28.0 55.2 55.8 
9.1 | 13,957 | 18,734 12.0 117 42.6 34.7 45.7 
8.9 | 13,727 | 15,853 1372 191 33.6 34.2 43.0 
8.5 | 19,359 | 20,007 12.8 169 45.9 30.3 40.9 
8.8 | 15,681 | 18,198 12.7 159 40.7 33.1 43.2 
8.0 | 22,099 | 22,186 14.5 235 $1.3: 15.9 44.9 
7.3 117,547 | 16,125 12.6 259 40.4 47.7 42.6 
6.5 | 14,387 | 14,692 11.6 339 26.5 55.4 37.4 
7.3 |18,011 | 17,668 12.9 278 S27 39.7 41.6 
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Table 2: Dollar Volume of Exports and Imports 
Source: Department of Commerce 
Millions of Dollars 


Exports Imports 
1948 1947 1948 1947 

January. eee eee 1,091.6 | 1,113.7 545.7 532.1 
February.2 ie: cenit 1,086.2 | 1,146.0 582.1 436.7 
Marchi. d er). cbtece ates 3 1,140.7 | 1,826.4 666.0 444.5 
Aprlicctcsaeeten ee 1,122.7 | 1,294.5 527.7 12.1 
Mays . 9. Lee 1,102.9 | 1,413.5 549.3 474.0 
MUNG, 48s ent eben, ae 1,013.3 | 1,234.9 615.6 463.0 
CM amb aeae Sete atee ee 1,022.3 | 1,154.9 558.5 449.7 
Augustes-cuteta meee rel meee T1440" ees 400.2 
September: ei setits Se DL Aa Bees 473.1 
QOetoberee sacs onsuc inne EOSh To Bae soe 491.6 
November.nn.s. ccm |e teen DISS59 |S eecrs 454.7 
December. 3h. one ees ASIST cree 602.8 

Total. cv2ee. ek A eh 4,497.54 Heke cab 5,734.9 


measures only dollar volume and does not make al- 
lowance for price changes. 

Retail sales (unit volume) have been running only 
slightly ahead of a year ago, despite large dollar in- 
creases. In relation to January unit volume sales have 
actually fallen off. 

In July, the retail sales index (1935-1939=100, sea- 
sonally adjusted) was 331, or 10% above July, 1947. 
This was a reflection largely of sustained business in 
durable goods which had risen 19% over the year. 
Sales of nondurable goods were only 6.9% higher. 
Over this twelve-month period, retail prices rose ap- 
proximately 9%. 

Similarly, durable goods sales, seasonally adjusted, 
rose 6.7%, from January to July, while nondurable 
goods were only 0.3% greater. In both cases, April 
was the peak month in sales activity. The combined 
sales index rose 1.8% in the first seven months of the 
year. 

Retail prices in this period, however, rose as much 
as 3%. Thus, it would seem that unit durable goods 
sales have been moving ahead, but that sales of non- 
durable goods are lagging. 


EXPORTS RISE SLIGHTLY 


A slight rise in exports during July reversed the 
downtrend which started in April of this year and 
continued throughout the second quarter. With ex- 
ports far greater than imports, foreign countries have 
been compelled to draw down heavily on their dollar 
holdings. And as dollar balances contracted, so did 
our exports—particularly to countries receiving only 
nominal or no aid at all; namely, Australia, Sweden, 
Brazil, Argentina, Chile, Columbia, India, the Neth- 
erlands Indies and even Britain. (See Table 1.) 

Shipments to Germany, Turkey, Greece and the 
Philippines, all of which are receiving aid in some 
form, have increased, Larger volumes are also mov- 
ing to Venezuela, Curacao, Malaya, South Africa and 
Saudi Arabia. The rise in exports to these countries 


is readily understandable. For example, although 
Venezuela runs a trade deficit, that country obtains 
large dollar supplies from petroleum sales. Malayan 
tin and rubber are important factors in trade with 
this country and more recently for our stock-piling 
program. South Africa has large gold reserves, while 
exports to Saudi Arabia reflect oil activities by Amer- 
ican companies. 

The revival of industry in the western European 
countries has also contributed to the decline in our 
shipments abroad. The net result of the recovery of 


Table 3: Voluntary Steel Allocation Program! 


Source: Department of Commerce 


Total approved........ Total under study..... 


Freight cars......... Bituminous coal in- 
National defense... . Oust yi sansa cise $1 
Ocean tankers....... Mining machinery. . 48 
Warm air heating... . Oil storage tanks... . 50a 
Inland barges........ Home, farm, commer- 
Oil field tanks....... cial storage tanks.} 250a 
Anthracite mining... Containers, liquid, 
Atomic energy con- petroleum, gas.... 300 
ALPUCUION cis 2 ae Baseboard radiation 9a 
bates for aeronaut- Steel door and bucks* 50 
ben stehreiiees ae Seaweed Cast iron plumbing. . 7 
Bhetebricated houses. Formed metal plumb- 
ing fixtures....... 8 


14Computed on an annual basis with the Ser he that Congress will extend 
the authority of the act i sa February 28, 1949. 

2Right months from July 1, 1948. 

Four mon 

aTotal allocation. 


production in the coal mines of Britain and Poland 
lessens the need for American coal, and our exports of 
that commodity have been contracting since August, 
1947, (See Table 2.) The textile industries of these 
countries are also displaying new vigor; and our ex- 
ports in some textile lines are feeling the impact. Ship- 
ments of cotton manufactures began to ease off in 
May, 1947, and have been in a steep downtrend ever 
since. Shipments of steel, definitely a scarce com- 
modity, were running at an annual rate of 5 million 
tons during the first half of this year, against 6.5 
million tons a year earlier. Shipments to countries 
in eastern Europe averaged less than $20 million a 
month during the first half of this year, against $36 
million in 1947. Exports to Russia ran at a rate of 
about one third the 1947 volume, and June shipments 
were at a postwar low. 

Any appraisal of the downtrend in exports, espe- 
cially durable goods, should be tempered with recog- 
nition that large-scale operations of the ECA pro- 
gram are just about getting under way now, and for- 
eign buying of producers’ goods is steadily becoming 
more noticeable. European orders for machinery, be- 
ing booked now, are, it is reported, raising the operat- 
ing rate of metal-working and equipment manufac- 
turers, and the latter are seeking more steel in antici- 
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pation of even larger volumes of foreign business in 
coming months. Obtaining more steel, however, to 
fill the orders promises to be difficult. 


STEEL ALLOCATIONS LOOM LARGER 


Approved voluntary allocations of steel under Pub- 
lic Law 395 are estimated at 5,764,000 tons, or slightly 
less than 10% of annual steel production. In addi- 
tion, programs under consideration, for which require- 
ments have been submitted, total another 1,544,000 
tons. (See Table 3.) Not included in these alloca- 
tions are ECA requirements which Secretary of Com- 
merce Sawyer estimates at 2.3 million tons this year. 
All told, these allocations add up to a total of about 
9.6 million tons, or close to 20% of production. 

Several other large allocations have been discussed 
but these have not reached the program stage. Ship- 


Table 4: Stock-pile Purchase List! 


Source: Munitions Board 


Unit Amount 

BOON ROG Core Si 5 se uie % ie%s uw aise short tons 1,100 

UNECE De Sense Bene cis aOR tS short tons 1,900 
Bauxite 

UOC Cr rr) ee long dry tons 435,000a 

Abrasive grade.................. long dry tons 68,000a 
ita b.. Sage geal Geka eerie era short tons 250 
J RESTS UL tod fet ol RRP OIG ae pounds 100,000 
(CUO TON TC. Bo Sea SneR een eta eel IE Ea pounds 300,000 
ROtMPE ORR Ree > Ss cca sik clare thous. of pounds} 15,000a 
Chromite 

PUIEGRNUTTICAL 00.60% sien sis eemiess Ss long dry tons 30,000a 

Refractory Type A............... long dry tons 1,250 
MecAnUt OL: ...., ogo ed tote te aoe thous. of pounds 5,000 
MOGIEETENICOM EB yoo i5: 0.0/0) > o em etts hi's ay thous. of pounds 1,100a 
Dap permet ss ei sae At DouaGrees short tons 30,000b 
Cordage fibers 

nt to a eer thous. of pounds 6,000 

IME ce ror a ew arate DEE ob o's thous. of pounds 6,000 
RCM os 05 oc cap inoss OR ec thous. of pounds 125 
Diamonds, industrial 

2) ae 4a ae Gece ical ge carats 350,000a 

RSENEIR DOF acai is \aioyatarsis te Oe oe - carats 100,0006 
Graphite 

Amorphous lump................ short tons 1,000a 

Make (crucible). .-..:......+.0+05: short tons 300 

Pie (labricant)  . dce.<cess0se+s short tons 500a 
RecrenG a S62. nf. f Masle’s cole + loid.« short dry tons 1,000 
Lice. yell RRR Ee SR eeeee eee short dry tons 16,000 
Manganese ore 

MRSBEECT VORA. lesions nisl, ciate stae long dry tons 20,000a 

Mietahorgical, Ay. et. : dai0 b siete axes long dry tons 350,000a 
MR <n c faln Bae is shev oy ako thous. of pounds 1,325a 
EBERT. ne ve Seto doe ess short dry tons 500a 
nee ties dh som <1 ctor Sits. Mae « ay use Sc thous. of pounds| 15,000a 
LS nil CS Oe ee ee a thous. of pounds 7,000 
Betaret heifers. cite aging nace thous. of pounds 1,000 
GUAT EINGsf% MamecaisGiuars As adden. + ae ounces 6,000 
Rubber, natural 

BETIGMe. Seiriutan. Be wialalastrd Welew cinbey long tons 25,0006 
PPE 8 os. Shi Wists. fame earea «dt thous. of pounds 1,500 
PETS LOCK hg, <j. (siete aise sivas short tons 250a 
MIEN, dace borane» atchir’d «Shain ne xa ee long tons 4,500a 
EET icin chs Ad sins «eae short tons 16,000 


jon be contracted for between July-September, 1948, for delivery before June 80, 


aPresently anticipated total to be pastas during the entire period July, 1948, 
to June, 1949, for delivery prior to June, 1949. 
bRefers only to purchases from the normal commercial market. 


building, trailer trucks and tank trucks may be 
affected. 

Total scheduled shipments of the Office of Industry 
Cooperation for the fourth quarter of this year are 
491,500 tons a month, an increase of nearly 148,000 
tons over the average monthly shipments for identi- 
cal end use in the final quarter of 1947. This increase 
is but 2.7% of anticipated finished steel production 
this year. 

Production of finished steel mill products totaled 
32,356,000 tons during the first six months of this 
year. Output would have been 1.6 million tons greater 
except for the coal strike last spring, according to 
American Iron and Steel Institute estimates. Since 
no.similar loss is expected for the final half of this 
year, it does not appear unreasonable to expect pro- 
duction for the full year to be twice the first half- 
year’s output, plus 1.6 million tons lost because of 
the coal strike—a total of 66,312,000 tons. If this goal 
is reached, production in 1948 would top 1947 by 
about 3,255,000 tons. Since increased requirements 
of OIC total only about 1,772,400 tons at an annual 
rate, only 54% of the anticipated increase in finished 
steel production this year, or 3,255,000 tons, would be 
needed to cover the larger OIC requirements this 
year. 

On an over-all basis, it appears that OIC alloca- 
tions offer nothing to consider twice. But, when the 
program is appraised product by product, the alloca- 
tion program may give steel consumers something else 
to think about. The Iron Age points out that 
nearly a third of expected steel plate production dur- 
ing the fourth quarter of 1948 is earmarked for freight 
cars, tankers, barges, atomic energy, oil tanks and 
equipment and military needs. Plate is the tight- 
est product on the program but structural shapes are 
down for more than 20% of output. 


STOCK PILING 

The recent announcement by the Munitions Board 
that “national security now requires accelerated 
stock piling” focuses attention on a phase of govern- 
ment function about which very little is known. 

Until recently, stock piling received secondary 
consideration whenever private industry was in the 
market for materials defined as “strategic.” As a 
result of this step-aside policy, the stock-piling pro- 
gram is behind schedule. Materials on hand repre- 
sent less than 18% of the government’s stock-pile 
goal, and there are fewer than three years remain- 
ing in the five-year program formulated in 1946. 

The Munitions Board has until recently maintained 
that stock-piling operations had to be held within 
strictest confidence. That position has now been 
discarded. Under the new procedure industry will be 
informed what materials are to be accumulated and 
what quantities are to be purchased during specified 
periods. 
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Whenever possible, individual industries will pro- 
cure for the government a percentage of material 
over their own needs to add to the stock pile. By 
using this system, the government would not be bid- 
ding against private industry in the same market. 
This system will be particularly useful when buying 
in foreign markets. 

The ECA also aids the stock-piling program. The 
ECA Act contains a provision that at least 5% of each 
special local currency account shall be allocated for 
strategic materials where available or for local cur- 
rency requirements of our government. A recent ship- 
ment of natural rubber negotiated through ECA con- 
firms that agency’s activities in the stock-piling pro- 
gram. 


ECA AIDS PROGRAM 


The Munitions Board has classified critical and 
strategic materials into three major groups: (A) 
materials for which only stock piling can insure an 
adequate supply for future emergency; (B) materials 
less urgently needed; (C) materials posing problems 


of storage which outweigh the advantages of stock- 
piling them. 

Group A contains sixty-seven urgently needed ma- 
terials, and in order to arrive. simultaneously at all 
goals in this group, about forty materials are listed 
in the purchase list for the third quarter of 1948. 
(See Table 4.) 

The five-year program would involve expenditures 
of about $3.4 billion at current prices. But the stock 
pile so far has a value of about $600 million. This 
represents scarce materials on hand, either through 
straight purchases or transfers from surplus property. 
Additional transfers plus deliveries against present 
contracts into stock piles are expected to add an- 
other $250 million which would lift the dollar value 
to $850 million leaving materials valued at $2.6 bil- 
lion still in the to-be-purchased stage. 

However, there is only $490 million available for 
stock-piling purposes, so that Congress must appro- 
priate another $2 billion if the program is to be met. 


Wiu1am B. Harper 
Division of Business Economics 


Some Economic Aspects of Liquor Industry 


HE NUMBER of dollars spent for alcoholic bev- 
erages has mounted regularly during the fifteen- 
year period since repeal. In 1947, total expenditures 
for distilled spirits, wines, and beer reached $9,640 
million—a record high and a tremendous jump from 
the 1935-1939 annual average of $3,337 million. (See 
Table 1.) 
Consumption expenditures for alcoholic beverages 
in 1947 represent 5.4% of total personal consumption 
expenditures. They exceeded total medical care and 


Wholesale Stocks and Sales of Distilled Spirits 
Source: Bureau of the Census 
Millions of Gallons 


AN STOCKS* 
Poems 
7 


Table 1: Total Expenditures for Alcoholic 


Beverages 
Source: Department of Commerce 
Millions of Dollars 

Year Year Amount 
1938 5 a4. Sees 665 LOSE SISTA 4,555 
1984 .5.....caek ohyormtos 2,080 Uh? ee 5,670 
NOS Da cncek. sive cee 2,665 1048 .. osc » Agate 6,640 
TOSCR Aas, fees ook 3,325 VOSS ert sec cress 7,865 
LOST cee ht conde 8,635 LOSD? Sivice eer 8,615 
LOSER. eae Barsicn ces 3,430 VT Dees See ner 9,500 
19894. 25.46 +s Soe 3,630 1947, vocceas Shee 9,640 
19408 AS. Bee 3,870 


death expenses by 19.6% and fell short of the amount 
going into all recreation channels by only 5.2%.* 
This is a considerable change, especially the former 
percentage, from the prewar ratio.” In the preprohibi- 
tion era, approximately 4.7% of total consumption 


1Pergsonal consumption expenditures for medical care and death 
expenses according to Department of Commerce classifications, in- 
clude purchase of drugs and orthopedic appliances; professional fees 
to physicians, dentists, and nurses; hospital expenses; funeral and 
burial service; monuments and tombstones. Personal consumption 
expenditures for recreation include admissions to movies, legitimate 
theaters, operas, spectator sports (baseball, football, etc.), partici- 
pant amusements (bowling, dancing, horseback riding, etc.), informal 
recreation (books, magazines, newspapers, toys, boats and pleasure 
Res radios, phonographs, photography), flowers, camp fees, and 

lub fees. 

*Expenditures for alcoholic beverages for the five-year period 
1935-1939 averaged 2.5% above medical and death expenses and 
1.9% above recreation expenditures. 
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expenditures went into alcoholic beverages. This was 
only slightly below the 1947 ratio. But consumption 
expenditures for distilled spirits, wine, and beer a gen- 
eration ago were strikingly greater than medical and 
death expenses and recreation expenditures. They 
averaged 12% above the former and 46% above the 
latter for the three years 1909, 1914, and 1919.1 Thus 
despite the large expenditures for alcoholic beverages 
in 1947, they have risen only a trifle more from pre- 
prohibition years than medical and death expenses 
and considerably less sharply than recreation expendi- 
tures. For most of the war years, the rate of increase 
of expenditures for alcoholic beverages was slightly 
ahead of the growth in disposable income; in 1947 
there was a reversal in the relationship. 


\See J. Frederic Dewhurst & Associates, “America’s Needs and 
Resources”, Twentieth Century Fund, New York, 1947, pp. 700-713. 


Table 2: Federal Tax Collections 


Sources: Bureau of Internal Revenue; Licensed Beverage 
Industries, Inc. 


Millions of Dollars 


Alcoholic Beverages 


Fiscal Year peta Beverage 
cae Wines, Total | Collections aor 


Cordials, | Alcoholic | from All 
Ete. Beverages | Sources sbi 


a 61.9 184.3} 33.60 


TSO es... 

1880..... ae 74.0 124.0} 59.70 
1890.... : 107.7 142.6) 75.53 
1900..... 5 183.4 295.3) 62.11 
TOOT os 5. - Ll }, 215.9 269.7) 80.06 
i -1 | 208.6 290.0) 71.94 
TOL, 5). - 2.6 | 223.9 415.7) 53.87 
EOUG Ant. 3.1 | 247.5 512.7) 48.26 
LOM Ns. 5.5 | 284.0 809.4] 35.09 
1918..... 9.8 | 443.8 | 3,699.0) 12.00 
LOIS... « 12.6 | 483.1 | 3,850.2} 12.55 
10 Tne 4.9} 139.9 | 5,407.6] 2.59 
19217..... a 2.9 82.6 | 4,595.4) 1.80 
192e 6s. a 2.4 45.6 | 3,197.5) 1.43 
19231... a 1.9 30.4 | 2,621.7) 1.16 
Loca... 3 a 2.1 27.6 | 2,796.2} 0.99 
19g... a 2.1 25.9 | 2,584.1] 1.00 
19¢6h 0 a 2.0 26.5 | 2,836.0) 0.93 
LO Ce ee a 1.2 21.2 | 2,865.7) 0.74 
19281... a YA 15.3 | 2,790.5, 0.55 
19zp:...: a -6 12.8 | 2,939.1] 0.43 
19801..... x 4 11.7 | 3,040.1) 0.38 
Root... ae 38 10.4 | 2,428.2) 0.43 
1982. .... eto 8 8.7 | 1,557.7) 0.56 
1983")... 35.2 38 43.2 | 1,619.8} 2.66 
1984..... 169.0 4.0 | 258.9 | 2,672.2) 9.69 
ORD... 3 215.6 7.3 | 411.0 | 8,281.8) 12.52 
1986..... 249.1 10.4 | 505.5 | 3,494.3) 14.47 
A987... 281.6 9.1 | 594.2 | 4,634.3] 12.82 
a9S8s.<:. ; 273.2 7.1 | 568.0} 5,643.8] 10.06 
1939..... 263.3 8.0 | 587.8 | 5,162.4) 11.39 
22405 =. 267.8 9.6 | 624.3 | 5,322.8) 11.73 
Oa... « 322.7 13.2 | 820.1 | 7,851.5; 11.16 
1942..... 369.7 28.2 |1,048.5 |138,029.9} 8.05 
1943..... 462.6 37.4 |1,423.6 |22,368.7| 6.36 
1944..... 567.2 37.3 | 1,618.8 |40,119.5) 4.03 
1945..... 642.8 49.8 |2,309.9 |48,800.3) 5.27 
1946..... 653.9 61.4 | 2,526.2 |40,671.9} 6.21 
1947..... 665.1 57.8 |2,474.8 |39,108.3) 6.33 
1948..... 701.1 61.7 |2,255.3 |41,864.5] 5.39 


tProhibition from January, 1920, to December, 1938. During this period with- 
drawals of beverage spirits were permitted only for medicinal purposes which were 
taxed at the nonbeverage tax rate. 


The alcoholic beverage industry plays no insignifi- 
cant part in the economy through its role as federal 
taxpayer. Excise taxes on distilled spirits alone pro- 
vide the Federal Government with more revenue 
than any other single commodity. After distilled spir- 


Table 3: Sales and Inventories of Retail Liquor 
Stores 


Source: Department of Commerce 
Millions of Dollars 


Year-End 

Inventories 
DSS emer More tat Seyate ede etapteiare sexton s 4 
LOST ese rats acre cre ease ota crete Sears ee 41 
OSG seh ev ccd biwsteertere ria os 60 
LT ee on eae RIE See RL beta 70 
LOSS hag te Ore ociiora Tan ioronavonaieo eureredey 69 
DE JUD Sandee ee he iat GO ORR ae Aas 15 
LOA a ena ices ee soe ae 95 
LOR ee ek iet eictcttcSeniaee mee 124 
LOGS Ree P Nae Eh ice 4. a raonateerters rere 140 
Oe ah A oe i ee 133 
LOAA RA eatalire sted cerrmaraisr atte: eee 223 
LSAT ee BE a able Bre Barats cote 177 
WQAG ee Mae tre nie d.a.0 beaten, Se Mae 222 
MOAT Pe tech ta moterads «tobe 9.2 Mette ae 202 
January-June, 1947 n.a. 
January—June, 1948 n.d. 


n.a. Not available 


Table 4: 


Apparent Consumption of Alcoholic 
Beverages in United States! 


Sources: Department of Commerce; Distilled Spirits Institute; 
Wine Institute 


Distilled Spirits Malt Beverages Wines 


Total Total Total Per 

Millions Millions i Millions Capita 
of Gallons of Gallons of Gallons} Gallons 
TS40 2595 43 2.52 23 } 5 .29 
1850. .... 52 2.23 37 ji 6 27 
1860..... 90 2.86 101 ‘ 11 34 
LSTOs 80 2.07 205 é 12 m4 
1880..... 64 1.27 414 28 . 56 
1890..... 88 1.39 856 : 29 -A6 
1900..... 97 1.28 1,222 A 30 .39 
1910..... 133 1.42 1,852 i 61 .65 
yg ee 139 1.46 1,967 5 64 .67 
1919 Ta. 139 1.45 1,933 : 56 .58 
ONS nica 148 1.51 2,030 i 55 . 56 
1914...:. 143 1.44 2,056 52 .53 
1915..... 127 1.26 1,856 : 33 233 
1916..... 140 1.87 1,818 e 48 AT 
LOR ye. 168 1.62 1,885 43 Al 
E918... 89 .85 1,554 : 52 -49 
bt) ean te 82 BY iff 853 . 54 .51 
1934..... 58 46 1,230 wats 33 .26 
1OS5 i504 90 .70 1,392 3 oe 46 .36 
1986....54 122 .95 1,643 , 60 AT 
LOST ce 135 1.05 1,728 : 67 .52 
198s 127 .98 1,593 A 67 .52 
1939..... 135 1.03 1,636 i 17 .59 
1940..... 145 1.10 1,601 ; 90 .68 
FOR: 158 1.20 1,779 101 16 
1942. .... 190 1.44 2,001 . 1138 .85 
1945 Sas 146 1.10 2,253 : 98 .73 
1944..... 167 1.26 2,461 ; 99 15 
1945..... 190 1.44 2,529 es 94 71 
1946..... 231 1.65 2,461 * 140 1.00 
LOSTS Sxtex 179 1.24 2,701 


1Prior to 1934, data are for fiscal years. Beginning in 1934, they cover calendar 
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Table 5: Changes in Tax Rates 


Source: Treasury Department 


Rate 


DISTILLED SPIRITS 
(Per Proof Gallon) 


Effective Date 


aly 1; L940s eeccee es ae eo ee eee 
October 1, 1941s, 0 ae eae eres. eee 4.00 

November US 1949 ics nc, crite eer ra ens 6.006 
Apt VORA 2 8 ire eer < aattreeeeeLaee 9.00c 


FERMENTED 
MALT LIQUOR 
(Per Barrel of 
31 Gallons) 


Tully G4 a hes cee creer cares acorn recor $6.00 
November’ 1949.98. 2.0 5a: ce pote ieee he oe 7.00 
Aprilds 1944.15.50: SORE a, eee xh ctl erate seem cae 8.00 


SPARKLING WINES 


+e Liqueurs, 
Artificially ° 

eat Wines! Carbonated — 
ti Ines: Z 


(Per Wine Gallon) 
(Per 4 Pint or Fraction Thereof) 


July 1, 1940....... 6¢ 18¢ 30¢ 


October 1, 1941....| 8¢ 30¢ 65¢ 314¢ 
November 1, 1942.|10¢ 40¢ $1.00 5¢ 
April 1, 1944......|15¢ 60¢ $2.00 10¢ 


1The rates shown are, respectively, for wine containing by volume (1) not over 
14% alcohol, (2) over 14% but not over 21% alcohol, and 6) over 21% but not over 
24% alcohol. Wine containing over 24% of alcohol by volume is classified as a dis- 
tilled spirit and taxed as mich. 
2Applicable where product is made from fortified wine and distilled spirits. Cor- 
dials and liqueurs made from unfortified wine are subject to the rectification tax. 
aBrandy taxed at $2.75. 


bDrawback of $3.75 if used in flavorings, medicines, or food products unfit for 
beverage purposes. 
cDrawback of $6.00 if used in flavorings, etc. 


its and cigarettes comes beer. Total federal collec- 
tions from alcoholic beverages for the fiscal year 1948 
amounted to $2,255.3 million,! or 5.39% of total in- 
ternal revenue receipts from all sources. In absolute 
figures this is an enormous jump from the 1930’s and 
the pre-World War I years. But the percentage of 
tax receipts from alcoholic beverages to total internal 
revenue collections has sharply declined since those 
two periods. 


SIZABLE REVENUES 


Revenue from distilled spirits in 1948 accounted 
for 66% of total alcoholic beverage tax collections, 
while fermented malt liquors and wines comprised 
31% and 3%, respectively. (See Table 2.) Liquor 
sales also furnish state and local governments with 
sizable revenues.” Federal, state, and local taxes, com- 
bined, comprise on the average slightly more than 
50% of the retail price of distilled spirits. 

Substantial imports of whiskey from Great Britain 
and Canada and wine from France and Italy help 
create much needed dollar exchange for American 
products. 


1Jn addition to excise taxes, also includes occupational taxes, 
container stamp and export stamp taxes. 
2State excise taxes on distilled spirits currently average about $1.45 


a gallon. 


Sales of retail liquor stores have continued upward 
since 1938. By 1946, they had mounted to $1,912 
million, almost quadrupling the 1935-1939 average. 
Dollar sales in 1947 and in first half of this year are 
still high, being only slightly short of the 1946 peak 
level. (See Table 3.) In terms of gallonage, however, 
distilled spirits and wines showed a rather sharp 
downturn in 1947 from the previous year. Heavier 
outlays by consumers for durable goods and the gen- 
eral higher cost of living are probably in large part 
responsible for this dip. 

Beer consumption hit an all-time peak of 2,701 
million gallons in 1947. From the time of repeal in’ 
the latter part of 1933 until 1942, purchases of fer- 
mented malt beverages had been markedly below the 
pre-World War I level. However, during and since 
World War II, consumption has been on the upgrade. 
Per capita consumption, which has shown great gains 
over the Thirties, has not reached the high levels of 
the pre-repeal years. (See Table 4.) 


INVENTORIES SOUND 


Since the nation’s alcohol plants did not have the 
capacity to produce the huge quantities of alcohol re- 
quired to carry on the war, the help of the liquor 


Table 6: Indexes of Production of Alcoholic 
Beverages 
Source: Federal Reserve 
1935-39 =100 Adjusted for Seasonal Variation 


Malt 


Other 
Liquor Distilled 


Spirits verages 
L934) are vic other tae 80 63 14 
VOSS oe vtec creer a oe 89 68 89 
VOS6. «5 Sar aenas 3 <3 103 102 109 
1987 ac see seer 3 107 113 108 
VOSS 2 dies ates a9 99 105 96 
DL a a 102 113 98 
LOS0 as ober eae 99 126 101 
194) 408 Se nana t 112 150 117 
O42 Fos con aaa 8 125 181 118 
GAS isis stave rams aie 2 139 157 117 
OAS, chets pate 35s 158 230 144 
VORB scotia ge 162 331 178 
T9467 cg 2Pa res ge 153 420 191 
19475. eres 8 169 828 190 
GANUATY wes os 183 408 241 
February 157 372 223 
March. 2.titeke 4 160 314 208 
April. . 154 276 189 
49. taal 149 194 162 
June.. 150 215 159 
duilyd, Sa'satoce 157 231 164 
August..........| 168 238 176 
September....... 196 297 198 
October:........... 204 468 229 
November....... 203 562 219 
December....... 165 376 167 
1948 
January......... 169 264 167 
February. 171 310 198 
March... 220.08: 157 239 191 
April... 158 255 182 
BY sos tnnrehircas 141 245 167 
SUC sas nc arene 145 243 170 
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industry was enlisted. With the exception of three 
limited resumption periods,! the distilled spirits in- 
dustry was confined, from October, 1942, to the end 
of hostilities, to the production of alcohol for war 
uses—synthetic rubber, medical supplies, antifreeze, 
and other essential articles. Government restrictions 
on distilled spirits output were relaxed after the war 
and by the middle of 1947 were completely lifted. 

After controls were removed, stocks of distilled spir- 
its, which had been heavily drained, again regained 
their normal strength. In view of government limi- 
tations on grain consumption for use in alcoholic bev- 
erages from October 25, 1947, to December 25, whole- 
salers and retailers proceeded to overbuild inventories 
of distilled spirits in fear of shortages. During this 
year, stocks have contracted from the high 1947 year- 
end level and are regarded by the trade to be in good 
condition today. 

Suirtey S. Horrman 
Division of Business Economics 
1August, 1944; January, 1945; and July, 1945. 


Down on the Farm 
— Electrically 


NCREASED availability of electric power, and the 
comparatively high level of farm income during 
recent years have made it possible for many farm 
families to use electrical appliances for the first time. 
A rural home electrified means $700 in potential busi- 
ness for radio and appliance stores.! 

According to estimates of the Edison Electric In- 
stitute, 3,817,100 farms were served by electricity 
as of December 31, 1947—an increase of a little less 
than 500,000 over the previous year. Since December, 
1940, the increase amounted to 1.8 million farms. 

On the basis of the total number of farms enum- 
erated in the 1945 Census of Agriculture, 65% of 
all United States farms were using electricity at the 
start of this year (Table 1); in 1940, only one third 
of all farms were on power lines. 

Although the greatest percentage increases between 
1940 and 1947 were in the South, in many of the 
states in that area the present proportion of electri- 
fied farms is still below the rate for the country 
(farms only) as a whole. 

In 1940, six states reported that 75%, or more, of 
the farms were users of electricity; twenty-three had 
fewer than 30% on power lines. By the end of 1947, 
757% of all farms received electricity in twenty-three 
states and only three states had rates below 40%. 

1Radio News, March, 1947, p. 62. 


The lowest rates are those for North Dakota and 
South Dakota, with about two out of eleven farms 
served by electricity against a figure of one in sev- 
enteen for December, 1940. For the latest date avail- 


Table 1: Farm Electrification, by States 
Source: Edison Electric Institute 
Number 


of Farms} Number of Farms on Power Lines as 


on_ Power Per Cent of Total Farms in the 
Lines United States 
Area Dec. 31, 


(Thou- i y 
sands) 19471 1946! 19451 1940 


3,817.1) 65.1] 56.9} 50.0] 33.9 


United States 
New England 


(Maines Ae ts oe 32.3) 76.6 71.1 65.2 54.5 
New Hampshire....... 17.3} 92.1] 87.8] 83.6] 70.2 
Wermontss ceaeecc cee 25.7| 97.0 89.1 79.3 55.6 
Massachusetts........ 35.2) 95.1 93.2) 90.5] 83.9 
Rhode Island......... 3.41 94.4] 91.6] 88.8] 82.8 
Connecticut.......... 21.6) 97.1] 94.9] 94.0] 81.8 
Middle Atlantic 
NewYorks,.. stick. 141.4) 94.6 91.8 85.6 69.5 
New Jersey........... 25.1] 95.7|] 94.2] 91.5] 83.7 
Pennsylvania......... 148.9} 86.7] 81.3} 74.9] 59 
East North Central 
Ohio. Ae. ee 207.6) 94.1 85.9 77.5 64.0 
Indiana‘: + sti lclianta: 157.8} 89.7 80.2 73.3 57.5 
NOS ahr. eee 158.2) 77.5 68.4 61.4 44.6 
Michigans. 0.4 tc. s 164.4) 93.8 89.9 85.0 72.8 
Wisconsin...) i000... 153.3} 86.2 79.7 72.6 50.4 
West North Central 
Winnesotac. soc... « 124.5] 65.9| 57.5] 51.1 28.2 
Towal.: $024 Fe 175.7) 84.1 76.5 68.2 41.8 
Missouri! tree. akese « 128.7) 53.0 44.2 35.2 19.4 
North Dakota........ 12.2} 17.5] 12.7] 10.6 5.5 
South Dakota......... 13.0) 18.9] 14.7] 12.8 6.2 
Nébraskas... 20 24%..... 49.3) 44.1] 38.9] 35.0] 22.5 
ICANSAS WS a Whe. cut). yhoo 65.1) 46.1 38.0 | 33.0] 20.3 
South Atlantic 
Delawares-. ccc. stasis»: 7.0) 75.3 | 68.8] 65.6] 48.3 
Maryland and District 
of Columbia........ $2.0) 77.6 721 63.4 44.1 
VAR GUA: iF ate ees <P 105.7/ 61.1 48.7 40.6 26.9 
West Virginia......... 57.8) 59.2 49.2 44.1 28.1 
North Carolina........ 173.4) 60.3] 49.2 | 41.6] 27.8 
South Carolina........ 84.0) 56.9] 46.0] 39.3] 27.2 
Gredrgids. feet ee 131.3} 58.1] 45.6] 36.5] 24.8 
Bloridanes js..232R 0s: 36.8) 60.2 49.7 41.4 26.4 
East South Central 
Reritichsy 4.02 lau 107.1) 44.9] 37.9} 31.2] 17.5 
Tennessee............ 107.9} 46.0] 37.5] 32.6 17.2 
Alabama............. 115.9] 51.9 42.2 34.7 18.7 
Mississippi........... 95.4) 36.2 | 28.5 | 22.4] 10.0 
West South Central 
Arkansas 120 ree os. 89.2) 44.9 | 34.4] 26.3] 12.0 
Houisiana.c) gach fsck 67.4) 52.1 42.3 32.6 12.2 
Oklahoma............ 81.9) 49.7 41.9 33.3 13.0 
TPESAS. 7 Vcd. octet seeks 257.1] 66.8 54.7 45.4 22.4 
Mountain 
Montanaizcce Psd 17.1} 45.3 37.4 32.9 20.9 
Tdaho. yc cease... 38.1] 91.8 85.3 79.3 66.0 
Wyoming Scr tag sc 7.2| 65.1| 48.2] 42.8] 26.3 
Coloradoissae. Be. ee. 32.9) 69.1 62.4 54.0 32.4 
New Mexico.......... 12.8} 43.1 35.0 | 29.0] 14.2 
PSIZONA Re Pits oe ce de 11.2} 85.2 82.9 72.3 33.5 
POL BARR Ses cn ner 21.1} 80.2 77.5 74.8 42.7 
Nevadassos be: ens oa 1.9} 55.4 49.6 46.7 44.8 
Pacific 
Washington........... 76.8) 96.1 95.1 87.6 75.8 
Oregonse.. SoReal 59.6) 94.4 90.0 80.3 63.9 
Califormis. <i. Gies. wee 127.8] 92.0 86.7 84.7 83.0 


10n basis of number of farms enumerated in 1945 Census of Agriculture. 
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Table 2: Estimated Per Cent of United States Farms Having Specified The 
Electrical Equipment, July, 1947! 


Source: Bureau of Agricultural Economics 


Electric Electric 


Washing 
Machine 


Pp gee on only those farms having central station electric service are included. Data in this table are based upon a sample 


of 8,400 farms 


able, at least nine of every ten farms in the New Eng- 
land, Middle Atlantic and Pacific States were receiv- 
ing electric service, while more than half the East 
South Central farms were without electric power. 

About 750,000 farms have been reached by distri- 
bution lines, but for one reason or another have not 
yet taken the service This is based upon the as- 
sumption that electric current is available to farms 
within a quarter mile of a distribution line. The 
southern states account for about four fifths of these 
farms. 

The 1945 Census of Agriculture reports that about 
41% of Mississippi farmers who were located near 
distribution lines took advantage of the service, while 
only 2.6% of California farmers, within a quarter 
mile of a line, were without electricity in their dwell- 
ings. In 1945, the average for the country showed 
that only 23% of the farms did not make use of the 
available lines—an improvement over the 33% for 
1940. 

With the growth in the number of new electric 
lines it would appear that the rural market for elec- 
trical household appliances would expand. However, 
despite the rapid growth in farm electricity since 
1940, there are items in the appliance field that are 
still not widely used in farm households. 

According to a survey conducted in Iowa, four 
electrical appliances far outshadow all others in terms 
of popularity when the “juice is turned on.” The first 
thing the family buys is a radio, followed by a wash- 
ing machine, an iron and an electric refrigerator.” 

Replies from about 8,400 farmers’ having central 
station electric service indicate that 43% of all farms 
have an electric washing machine, 38% have electric 
refrigerators and 27% use electricity as power for 
water systems. By geographic divisions, farmers in 
the Pacific Coast group of states reported the largest 
proportion of farms with electric appliances. 


1Edison Electric Insitute, Statistical Bulletin, 1947. 
2Radio News, op. cit. 
*Department of Agriculture Survey, July, 1947. 


electric washing 
machine was the most 
commonly reported appli- 
ance in all areas except the 
South Atlantic and East 
South Central states 
where the electric refrig- 
erator was more common. 

Although the survey in- 
dicated that only 7% of 
the farms had an electric 
sewing machine, the De- 
partment of Agriculture 
states that the replies to 
an earlier survey indicated 
that 82% of all farms had 
some kind of a sewing machine. Therefore, it is ap- 
parent that the foot-operated sewing machine still 
is widely used by farm families despite the use of 
electricity on the farm. 


Anrra R. Koprnson 


Division of Business Economics 


Electric 
Vacuum 
Cleaner 


Business Forecasts 


National Association of Purchasing Agents (August 30)— 
“Buyers point to growing public price resistance—prod- 
ucts being priced out of the markets—and look on this 
last upsurge of prices as creating an unstable and top- 
heavy price structure. . . The buying policy trend is 
definitely changed to thirty- to sixty-day commitments as 
compared to the previously reported movement toward 
ninety-day commitments.” 


Federal Budget Estimates for Fiscal Year ending June 30, 
1949 (Released August 15)—“Budget receipts are now es- 
timated at $40.7 billion, $3.7 billion less than was estimated 
last January. It assumes a continuation throughout the 
fiscal year of approximately the present level of incomes. 
Budget expenditures are estimated at $42.2 billion . 
$2.6 billion above the estimate made in January. . . . An 
operating deficit of $1.5 billion for the fiscal year 1949 is 
indicated. . . . The ECA required the transfer of $3 bil- 
lion of the 1948 surplus to pay part of the 1949 expendi- 
tures under that act. This results in an adjusted surplus 
of $1.5 billion for 1949.” Fiscal year 1948—Receipts: $44.5 
billion; Expenditures: $36.1 billion. 


Stanley B. Giraitis, general sales manager, Three Feathers 
Distributors, Inc. (August 17)—“With great outlays by 
the government for defense and foreign aid and with huge 
gaps in consumer goods requirements still to be filled, it 
appears unlikely that we will experience any sharp re- 
versal of our general economy next year.” 


Garfield V. Cox, dean, University of Chicago School 


of Business (August 19)—‘“The currently projected in- 
crease in our armament expenditures and appropriations for 
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European recovery have, together with last spring’s cut in 
income taxes and the third round of wage increases, joined 
to underwrite the boom for the rest of this year... . In 
general, both wholesale and consumer prices will rise several 
percentage points during the next few months.” 


John L. McCaffrey, president, International Harvester 
Company (August 5)—“The United States is nearing a 
broad buyers’ strike.” 


Food Outlook 


Paul S. Willis, president, Grocery Manufacturers of 
America (August 9)—“The ending of higher food prices is 
in sight.” The bumper crop “should help materially to sta- 
bilize prices with a somewhat downward tendency.” 


Charles F. Brannan, Secretary of Agriculture (mid-Au- 
gust) —“It looks as if we'll have to get along without sub- 
stantial relief for about a year, that is, until the fall of 1949. 
By a year from this fall, we should begin to see daylight. 
This year’s large grain crops will have been converted into 
expanded production of eggs, poultry and pork, and this will 
relieve some of the pressure on beef.” 


Department of Agriculture (Released August 8)—“Civil- 
ian supplies of milk and dairy products during the remainder 
of 1948 . . . will be slightly smaller than a year earlier, 
and seasonally smaller than in the first half of this year. 
Retail prices of most dairy products will continue substan- 
tially higher than last year through the remainder of 1948, 
though the degree of increase over 1947 will become less 
toward the end of the year.” 


Commodity Prospects 


Harold E. Wadely, president, Firth Carpet Company, 
(August 3)—“There is a substantial and still unfilled de- 
mand for carpets which was built up during the war years. 

. We anticipate that this demand will maintain pro- 
duction at a high rate, even with our expanded facilities.” 


Bureau of Labor Statistics (July, 1948)—Estimates a 
total of 950,000 new permanent nonfarm dwelling units 
to be started with private funds in 1948 and 7,500 publicly 
financed units. These estimates assume that “prices will 
continue to rise gradually during the balance of 1948 with 
average prices for the year from 10% to 15% above 1947. 
It assumes also that no major business recession or impor- 
ant work stoppages affecting construction will occur this 
year.” 


Anthony E. Cascino, manager of market research, Ben- 
diz Home Appliances, Inc. (August 29) —“Automatic wash- 
ing machine makers are not likely to be caught in an over- 
loaded position regardless of any downturn in the business 
cycle. . . . They look forward to a period of continuous 
growth for some time to come.” 


John C. Casper, district editor, Oil and Gas Journal 
(August 19) —Based on analysis of industry statistics made 
by the Oil and Gas Journal—“The oil shortage is over. There 
is plenty of gasoline for the remainder of the touring season 
and there will be ample supplies of heating oil in all parts 
of the country next winter. The present rate of stock 
increase promises a comfortable margin of safety for 
months to come.” 


Oil & Gas Journal (July 29)—Drilling program forecast 
for last half of 1948: total wells, 22,364; total footage (000 
ft.), 77,295. Last half of 1947: total wells, 18,133; total 
footage (000 ft.) , 61,308. “The full year, 1948, will see over 
40,000 wells completed in the United States, the largest 
number in history, according to the programs reported to 
the Ozl and Gas Journal.” 


P. W. Litchfield, chairman, Goodyear Tire and Rubber 
Company (August 25)—“The outlook for total tire pro- 
duction for 1948, even with an expected seasonal decline in 
the fourth quarter is for some 86 million tires, against last 
year’s all-time record of 100 million. Current estimates for 
1949 place the demand at roughly 81 million tires barring 
any serious readjustments of the current inflationary spiral. 
Replacement demand for passenger car tires in 1949 would 
exceed this year’s estimated output of 40,500,000 tires and 
for truck and bus tires will equal the 1948 production of 
approximately 7,500,000.” 


Fred R. Cooper, vice president in charge of sales, Kaiser- 
Frazer Corp. (August 20)—“I don’t believe we've seen the 
last of price increases.” 


C. Donald Dallas, chairman of the board, Revere Copper 
and Brass, Inc. (August 15)—“The critical question is 
whether any considerable supplies of refined copper can be 
stockpiled this year without an inflationary price increase 
or other means of curtailing civilian consumption. In my 
opinion, it cannot be done.” 


J. L. Perry, president, Columbia Steel Co. (August 13) 
—“The tremendous demand for steel here (the West) 
continues and there is no clear indication as to when it 
will slacken.” 


National Association of Purchasing Agents, Steel Com- 
mittee (August 18) —“No member of the committee expects 
the present tight situation to change for the better in the 
next three months; many expect it to become worse. For 
the longer term (six to twelve months hence) there is a 
somewhat qualified, but nevertheless significant anticipa- 
tion that [steel] products will be in easier supply, with the 
one notable exception of pipe.” 


Rost Namicu 
Division of Business Economics 


Wheat without Labor 


Only 12% of the man hours needed in 1800 to produce 
a hundred bushels of wheat was required to produce the 
same quantity in 1940. 

While the wheat yield has shown no appreciable change 
in the 140 years from 1800 to 1940, the man hours required 
per acre of wheat has fallen drastically in this period. 

The yield was 15 bushels an acre in 1800, and only 15.9 
in 1940, but man hours dropped from 56 an acre to 7.5 
from 1800 to 1940. As a result, the man hours required for 
every 100 bushels dropped from 373 to 47, or nearly 88%. 
—“Progress of Farm Mechanization,’” Miscellaneous Publi- 
cation No. 630, United States Department of Agriculture. 
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FINALLY, PLENTY OF GRAIN! BUT — 
42 MILLIONS OF BUSHELS i 
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3. more wheat, too. and experts say we © 
may use less this year. edge also seems 
to be off war-caused foreign demand. 


1. plenty of corn to feed steers and 
fatten hogs this year! more and cheaper 
meat? but how soon and how much? 


OATS RYE 
1194.2. 1,790.6 
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2. dobbin and elsie can have more oats, 
too. so can the chickens. and more 
oatmeal, cakes and cookies for humans. 


4. somewhat more rye, although below 
prewar. enough, anyhow, for ham-on- 
rye, and maybe for more hard liquor. 
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WHAT ABOUT PRICES AND LOANS? 


PRICES, AUGUST, 1948 
PERCENT ABOVE OR BELOW 
SUPPORT PRICE 


5. only corn and rye (at the farm) 
were above support levels in august. 
(undeflated farmers may be expensive.) 


PERCENT BELOW PARITY PERCENT ABOVE PARITY 


RYE 


i +36 


JANUARY, 1948 B 
gy 
aucusT, 1947 7 


6. question at beginning of year was 
how high all grains would go. actually, 
only corn was above parity in august. 


IS; 
Long 


CORN, CHICAGO 


7. but farmers still get pretty fair 
prices for their wheat. better than in 
1946, anyhow. the same goes for corn. 


0 
1946 


TOTAL PLACED CORN 
UNDER LOAN MILLIONS OF BUSHELS 


AMOUNT UNREDEEMED 


ii 


| 


i "1943 1944 1945 1946 1947 


8. corn prices were low in 1939 and 
never got high enough for some 
farmers to pay up and sell their grain. 


WHEAT 
MILLIONS OF BUSHELS 
TOTAL PLACED, 
UNDER LOAN 


Z| 1946 Oy 


9. the same thing happened to wheat 
in 1941. almost three quarters of the 
grain placed under loan was forfeited. 
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Natural Gas: Its Competitive Position 


EARLY 10 million homes are using natural gas of natural gas as a competitor of the other sources 

for cooking purposes, almost double the number of energy in the American economy? The first factor 
of the early Thirties, and the trend is definitely up- to consider is the calorific value of the fuel; secondly, 
ward. Manufactured gas companies along the east- the relative efficiencies attained and the advantages 
ern seaboard are eagerly awaiting the day when avail- and conveniences derived from using any particular 
ability of pipe will permit them to use natural gas to fuel rather than another. There is also the question 
enrich their product and at the same time build up of quality or reliability of the service provided by 
their capacity with a relatively small capital invest- the companies supplying the fuel. The fourth and 
ment. undoubtedly the most important is price. 

The relative position of natural gas consumption, Compared with coal, prices at the points of pro- 
coal, manufactured gas, and oil products is given in duction are definitely in favor of natural gas. The av- 
Table 1. About 15% of our fuel requirements was erage price of natural gas at the wells has been below 
supplied by natural gas in 1947 against 6% in 1926.1 the average mine price for bituminous coal since 1933. 

What is the strength and what are the weaknesses In 1934, the average wellhead price of natural gas was 

1In this comparison all petroleum products have been excluded $60 a billion Btu ev against a corresponding mine 
except that of fuel oil. However, some gasoline is in competition with price of $67 for bituminous coal. By 1946, natural gas 
coal. This gasoline is mostly used in fueling heavy trucks and buses. had declined to $53, while bituminous coal had risen 
But it is in very indirect competition with coal which could hardly ae 
be reduced to figures. Nevertheless, the use of trucks, buses and to about $130 a billion Btu. 
passenger cars has certainly ron preci: coe eel in ees The weighted average price for natural gas is in- 
cafand there f no competition between coal and natural gas eon. uenced to a high degree by wellhead prices in the 
sumed in carbon-black manufacture. largest producing areas— Kansas, Louisiana and . 


TABLE 1: CONSUMPTION OF COAL, FUEL OIL, NATURAL GAS AND HYDROELECTRIC POWER IN THE 
UNITED STATES FOR THE YEARS 1926-1947 


Sources: Bureau of Mines; Bituminous Coal Institute 


Distillate Residual Total Natural Gas! | Hydroelectric | Grand 
Power Total 


Bituminous 


Number Bd Number} Per Number! Per 


— of nt of Cent of nt Equiva-| Cent o 
B.t.u. of ‘ B.t.u. of B.t.u of ake lent of B.t.u 
in Grand |__ in in Grand | __ in in Grand in in Grand in | 

Trillions| Total |Trillions] Total |Trillions} Total |Trillions| Total |Trillions) Total /Trillions} Total |Trillions| Total | B.t.u. | Total Trillions 
1996. eh. ee. toa ; .40) 16,054] 79.53) 134 .66 | 1,999 9.90} 2,183 |} 10.56) 1,271 6.30} 728 | 3.61 | 20,186 
O27. choc. || 18,005 : 15,126] 77.83} 161 .83 |1,974 | 10.16/ 2,135 | 10.99] 1,898 7.19| 776 | 3.99 | 19,435 
TOkB i eee = ~\e « 13,069 ; .17| 15,072} 76.55) 181 -92 |2,084 | 10.59] 2,265 | 11.51] 1,497 7.60} 854 | 4.34 | 19,688 
1000. eee... 13,612 ; 15,556) 75.67} 220 | 1.07 |2,186 | 10.63] 2,406 | 11.70] 1,780 8.66] 816 | 3.97 | 20,558 
O80... jer aie 11,921 F 88] 13,760] 73.94) 254 | 1.37 |2,042 | 10.97/2,296 | 12.34] 1,801 9.68] 752 | 4.04 |18,609 
1931 9,743 11,332) 72.87; 239 | 1.53 |1,818 | 11.61}2,057 | 18.14/1,601 | 10.22] 668 | 4.27 |15,658 
1932 8,041 9,415} 69.75) 260 | 1.92 |1,621 | 12.01/1,881 | 13.93}1,490 | 11.04] 713 | 5.28 | 13,499 
LOSS. cccsaenre +3 8,426 ; 9,775) 70.46) 295 | 2.12 |1,627 | 11.73/1,922 | 13.85)1,465 | 10.56] 711 | 5.18 | 13,873 
ROS 4. i oirsi< aleicsais\s 9,093 ‘ 10,603) 70.65} 358 | 2.39 |1,698 | 11.31/2,056 | 18.70/1,650 | 11.00] 698 | 4.65 |15,007 
TOS Ge tee are. 9,440] 60.12 8. 10,830] 68.97) 452 | 2.88 |1,822 | 11.60/2,274 | 14.48/1,793 | 11.42] 806 | 5.18 | 15,703 
1936 11,077] 61.93 8. 12,524] 70.02) 584 | 3.27 |1,948 | 10.89]/2,532 | 14.16/2,018 | 11.28] 812 | 4.54 | 17,886 
1937 11,227} 60.95 7.44] 12,598] 68.39} 702 | 3.81 |2,031 | 11.03)2,733 | 14.84]2,217 | 12.04) 871 | 4.73 | 18,419 
1938 9,030) 57.29 7.80) 10,259} 65.09} 713 | 4.52 |1,806 | 11.46)2,519 | 15.98/2,117 | 13.43] 866 | 5.50 |15,761 
1939 9,950) 57.64 th: 11,302] 65.47) 820 | 4.75 |2,000 | 11.58/2,820 | 16.33)2,285 | 18.24) 856 | 4.96 | 17,263 
1940 11,482] 59.64 6. 12,815] 66.57) 966 | 5.02 |2,107 | 10.94/3,073 | 15.96/2,457 | 12.76) 906 | 4.71 | 19,251 
DOAN cares. «re 12,630] 59.92 6. 14,063] 66.72)1,011 | .... |2,409 | .... [8,420 | 16.23)2,623 | 12.44) 972 | 4.61 | 21,078 
1942 14,072} 60.24 6.58) 15,609) 66.82) 1,023 | .... [2,635 | .... |3,658 | 15.66) 2,912 | 12.47/1,180 | 5.05 | 23,359 
1943 15,571] 59.70 6. 17,124] 65.65} 947] .... |3,833 | .... |4,280 | 16.41/3,320 | 12.73/1,858 | 5.21 | 26,082 
Le ee es 15,554] 58.07 6. 17,170) 64.10} 934] .... |$,745 | .... |4,679 | 17.47/3,591 | 18.41/1,845 | 5.02 | 26,785 
1945 14,716| 56.39 5.38) 16,120) 61.77) 971 | .... |83,835 | .... |4,806 | 18.42)3,728 | 14.28/1,444 | 5.53 | 26,098 
19GB) Me us esses 12,882] 53.42 6. 14,348] 59.50} 1,131 | .... |8,360 | .... [4,491 | 18.62/3,869 | 16.05) 1,405 | 5.83 | 24,113 
194) 30 aa airs a 14,330] 54.09 5. 15,663) 59.12) 1,446 | .... [3,794 | .... [5,240 | 19.78}4,193 | 15.82]1,398 | 5.28 | 26,494 


Note—Conversion to B.t.u.’s was on the following basis: Bituminous coal—13,100 B.t.u. per pound. Anthracite—13,600 B.t.u. per pound. Heating oil—140,000 B t.u. 
per gallon, other fuel oil 150,000 B.t.u. per gallon. Natural gas—1,075 B.t.u. per cubic feet. Hydroelectric power was converted to B.t.u.’s on the basis of fuel consumed in 
steam plants each year. ‘ 

iConsumption at carbon black plants omitted. p preliminary 
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TABLE 2: AVERAGE VALUE OF COMPETITIVE FUELS AT POINTS OF PRODUCTION, 1926-1945 


Source: 


Bureau of Mines 


(Prices in Units Indicated) 


Natural Gas at the Wells Crude Petroleum at the Wells— 


Average Value per Thousand Cubic Feet 


Year 


United West a-iphe United 

States Virginia California |] States 
Loeb wens eee kaa $.136 $.057 $.082 $1.88 
LIC). oS EAR ee ta ’ 147 044 .O91 1.30 
Mperiee ete GAG Pe; eA: .089 .176 .034 .088 BE ot 
ORE RMR Vo. chao Acctant «desc . 082 176 .033 .085 1227 
FMRI sor sf shoo auacs tesi0 .076 .180 .036 075 1.19 
ee ec i ale AR .070 .189 .022 .070 65 
DoS eee ys whol sy. s,s Ss -064 .185 .022 -065 87 
NGS eee eee .062 .180 024 - 064 67 
USSG) Ga baiieiegs Sees ea .060 176 .022 .070 1.00 
DSi 5 SESS ee OP eee .058 .169 .021 .070 97 
1 oct 9 ANAS EERE eee .055 .148 .023 065 1.09 
LESS Ul Ge es .051 .129 .023 066 1.18 
DUSUAR ITS he oe eee -049 .130 .022 .069 1.13 
CIES. 2 ges 2a gy ee, See -049 eT .021 . 062 1.02 
NR Bee sate ao eso bfaes 045 .193 .018 . 056 1.02 
LO bec semnaiesns pepe alata .049 ~1gt .020 .060 1.14 
Re ANA thon. thse. a als 051 7122 . 022 . 066 1.19 
UR. 6 ae) ae ae .052 123 024 065 1.20 
DEE AERMER CMGI: coe pette + Sioa. 051 .133 .025 064 Pan 
NA aa a 049 .137 .626 . 060 1722 
% increase, 1937-1945... .. —sic9 6:2 13.0 -9.1 3.4 


Average Value per Barrel 


Coal—Average Realization per Net Ton at the Mines 


Bituminous 


United 

Virginia States 

$2.06 $1.84 $2.14 $2.78 $5.62 
1.99 72 2.16 2.78 5.26 
1.86 1.59 2.00 2.80 5.22 
1.78 L.55 1.87 2.65 5.22 
Lez0 1.50 1.74 2.62 5.52 
1.54 1.31 1.70 2.41 5.35 
1.31 1.06 1,53 2.19 4.74 
1.34 1.14 1.46 AR My f 4.46 
L.% 1.70 1.56 2.36 4.53 
5 Yay iy ¢ ple 1.56 2.31 4.29 
1.76 1.64 1.60 2.39 4.42 
1.94 1.88 res 9.55 4.03 
1.95 1.92 UN 2.62 4.16 
1.84 1.76 1.64 2.47 3.85 
1.91 1.83 1.69 9.53 4.27 
2.19 Razs 1.81 2.83 4.59 
2.36 2.42 1.91 2.86 4.79 
2.69 2.80 Pe be) 3.31 5.38 
2.92 3.01 Ties 3.58 5.91 
3.06 3.20 2.34 3.69 6.26 
57.7 70.2 35.3 44.7 55.3 


1Includes very small quantities of lignite. Prices after 1936 include selling costs of about 10 cents a ton. 


the Southwest. These, of course, are not the areas 
with the major potential markets. The average price 
for coal leans heavily upon the Appalachian area of 
Pennsylvania, West Virginia, Virginia, Ohio, Mary- 
land and eastern Kentucky—which includes highly 
concentrated industrial centers. (See Table 2.) 

Both coal and natural gas are produced in com- 
mercial quantities in West Virginia. On a Btu basis, 
coal prices in West Virginia have been consistently 
lower than natural gas. 

The average wellhead price of natural gas in Texas, 
the leading producing state, was only 21% of the 
equivalent Btu price in 1945 for soft coal in West Vir- 
ginia, 29% of Illinois coal, and about 11% of the 
Btu price for Pennsylvania anthracite at the mine. 
(See Table 3.) Crude petroleum on an equivalent 
Btu basis commands prices far greater than natural 
gas obtained from the same producing areas.1 

Because markets for natural gas in the Southwest 
have relatively limited demand as compared with 
West Virginia gas, field prices in the Texas area have 
been depressed. The producers had an abundant 
supply which they were willing to dispose of at cheap 
prices. In addition, average field prices have been 

1[n sharp contrast with the broad disparities in regional prices of 
natural gas in Texas, West Virginia and in California, crude prices 
in Texas, California and the midcontinental area are pretty much 
the same. One exception to this rule is the Pennsylvania grade crude 
obtained in the Appalachian area. These crudes are used primarily 
for lubricants and waxes. The production of these crudes, however, 
constitutes a nominal part of total petroleum output; hence it exerts 


very little influence in the weighted average price of crude oil at the 
well as computed by the Bureau of Mines. 


Wholesale Prices of Fuel and Electric Lighting 
Materials 
Source: Bureau of Labor Statistics 
Index Numbers: 1926=100 
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held down by the common practice of making long- 
term contracts for the purchase and sale of gas at 
fixed prices or in some instances with predetermined 
escalator clauses. Unlike other fuels, the control price 
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by the Federal Power Commission and the state util- of their position and more resistant to negotiating 
ity commissions has prevented normal increases in long-term contracts. Instead, these sellers contend 
natural gas prices which would have occurred with that price terms be kept open for future negotiation. 
rising demand and broadening markets. Because of low prices, however, natural gas has 

Thus, natural gas prices at the well are far out of had advantages over competing fuels, and the de- 
line with coal and oil prices. Although oil is closely velopment of long-distance gas transmission lines has 
associated with gas, oil is bought and sold on a basis opened up markets far removed from large consum- 
of posted market prices, while gas is bought through ing centers. 
contracts of fifteen years’ duration or longer. 

Purchase of gas on this basis becomes more readily COMPETITION AT CONSUMING CENTERS 
understandable after appraising some of the operating Residential consumers are more interested in con- 
and other problems that must be considered. In order venience and service than in the price of the fuel 
to obtain a certificate authorizing construction of a they use. This tendency helps to explain why small 
new gas pipe line, the applicant must satisfy the Fed- homeowners have turned to electricity, gas or oil in 
eral Power Commission that the applicant has gas lieu of coal for cooking and heating purposes. 
contracts to supply the line; has gas purchase con- The average retail price of bituminous coal had in- 
tracts to take delivery from the pipe line; has ar- creased from $8.48, the average for 1935-1939, to 


ranged the necessary financing and has the know-how $15.11 in May, 1948. During the same period, an- 
to build and operate a pipe line. The Federal Power thracite advanced 54%; and No. 1 and No. 2 fuel 


Commission allows the pipe-line company a 612% oils 97%. In sharp contrast with coal and oil, gas 
return on its capital investment. On that basis it prices declined. As compared with the 1935-1939 av- 
takes approximately fifteen years to pay off its in- erage wholesale price, manufactured gas in 1947 was 
vestment. 14% less. Natural gas during the same interval had 

Some of these contracts contain stipulations that risen about 8%. Prices of manufactured gas are par- 
the seller will supply gas at one price for the first ticularly sensitive to changes in average consumption 
five years. The selling price is stepped up in the sec- per customer under rate schedules, as well as to in- 
ond five years and again in the last five years of the creases or reductions in rates. As more gas is used 
fifteen-year period. At the end of that period a price the unit price is lowered. ‘ 
is set at a slightly higher figure considered a floor, at Prices of both bituminous coal and anthracite have 
which time the price will be subject to negotiation. moved steadily upward since about 1940, primarily be- 

Sellers of natural gas have become keenly aware cause of higher labor and transportation costs. Weekly 


TABLE 3: AVERAGE VALUE OF COMPETITIVE FUELS AT POINTS OF PRODUCTION, 1926-1945! 
Source: See note below 
Dollars per Billion B.t.u. 


Coal—Average Realization at the Mines 


Crude Petroleum— 


Natural Gas—Average Value at the Wells Average Value at the Wells 


Year 


Bituminous Anthracite 


West Texas | California — Texas | California oo West | Tllinois | Colorado | fot 


Virginia tates es Virginia 
$136 $57 $82 $313 $308 $257 $79 $71 $82 $107 $221 
147 44 91 Q17 190 188 77 66 83 107 207 
176 34 88 195 153 165 W2 61 17 108 206 
176 33 85 212 182 183 68 60 72 102 206 
180 36 75 198 165 200 65 58 67 101 Q17 
189 22 70 108 85 120 59 50 54 93 211 
185 22 65 145 138 135 50 41 59 84 187 
180 24 64 112 93 138 52 44 56 83 176 
176 22 70 167 158 153 67 65 60 91 178 
169 Q1 70 162 157 137 68 66 60 89 169 
148 93 65 182 175 168 68 63 62 92 174 
129 23 66 197 193 170 74 72 67 98 159 
130 22 69 188 188 172 75 74 66 101 164 
127 Q1 62 170 165 170 71 68 63 95 152 
123 18 56 170 167 162 13 70 65 97 168 
121 20 60 190 183 173 84 86 70 109 181 
122 22 66 198 195 172 90 93 13 110 189 
123 24 65 200 202 175 103 108 82 127 212 
133 25 64 202 202 176 112 116 86 138 233 
137 26 60 203 202 176 118 123 90 142 246 


pln an el eo a A J ae wit ak ie i te i lake Nd Lo re el hee et ll a 
1Derived from Table 2, using the following conversion equivalents: bituminous coal, average of 18,000 B.t.u. per pound; anthracite, 12,700 B.t.u. per pound; crude petrol- 
eum, 6 million B.t.u. per barrel; natural gas, 1,000 B.t.u. per cubic foot. ‘ Bs 
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Table 4: Average Prices of Natural Gas to Industrial Consumers, 1926-1945 
Source: Bureau of Mines 
Cents per Mef, Excluding Carbon Black and Field Uses 
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Indiana | Ohio Mee Penn- | Alabama| Georgia 
irginia | sylvania 
; Saf 46.2 45.9 25.0 33.9 feae ate 
6 Ane 48.6 45.9 27.6 33.9 aR F 
.8 .9 50.8 44.3 27.2 34.9 eat é 
9 3) 53.5 44.0 25.6 $5.2 ak he 
4 8 49.0 45.1 27.5 35.6 a a 
6 l 33.1 41.7 27.3 832.7 aly deie | 16.5 
38 2 21.9 38.7 O77 3127 a a 
3 al 26.0 35.6 25.8 29.4 a a 
A 5 20.6 35.4 25.4 27.6 a a 
as) Pa 20.0 35:2 23.6 27.2 15.9 16.1 
4 .6 20.9 32.4 24.2 27.5 a a 
3 2 21.7 33..2 93.1 28.4 17.0 17.0 
.8 a 20.6 34.1 22.6 28.8 16.8 17.0 
a | 72 21.8 34.2 20.2 29.1 a a 
) 2 22.5 34.5 20.2 29.8 17.0 7 27 
0 4 25.0 35.2 21.0 30.9 17.0 18.1 
5 2 23.7 38.9 21.0 32.2 16.6 17.6 
5 a) 29.9 39.0 21.7 32.4 17.0 17.7 
6 0 28.5 39.5 23.2 32.4 16.4 itr Hey 
.0 .6 28.4 39.4 23.6 33.3 16.7 18.4 
+8.0 |+19.2 }4+35.2 }+18.0 | +4.0 |+18.1 | +0.6 |+10.2 


bReduction in California in 1943 due in part to curtailed consumption of oil and increased use of gas for power generation as a war measure to save oil. 


Table 5: Equivalent Prices of Selected Fuels on Basis of Calorific Content 
(Gross Thermal Content) 


Natural Gas per mcf! Coal and Coke per Net Ton? 


1,000 1,050 
B.t.u. per | B.t.u. per 
Cubic Foot | Cubic Foot 


13,000 
B.t.u. per 
Pound 


$.02 | $.021 $ .52 
04 042 1.00 1.04 
.06 .063 1.50 1.56 
.08 084 2.00 2.08 
10 105 2.50 2.60 
12 .126 3.00 3.12 
14 3.50 3. 64 
16 4.00 4.16 
18 4. 50 4.68 
.20 5.00 5.20 
22 5.50 5.72 
24 6.00 6.24 
26 6.50 6.76 
28 7.00 7.28 
80 7.50 7.80 
35 8.75 9.10 
40 10.00 | 10.40 
45 11.25 | 11.70 
50 12.50 | 13.00 
55 13.75 | 14.30 
60 15.00 | 15.60 
65 16.25 | 16.90 
70 17.50 | 18.20 
15 18.75 | 19.50 


1An mcf of natural gas is 1,000 cubic feet measured under conditions defined as standard. 


2A net ton of coal or coke is 2,000 pounds of the calorific standard shown. 


3A barrel of fuel oil is 42 U. S. gallons measured at a temperature of 60 degrees F. 


earnings of bituminous miners have climbed from 
an average of $23.88 in 1939 to an average of about 
$80 under the contract which became effective July, 
1948. Anthracite miners have also received increases. 

Natural gas is really a bargain fuel as compared 
with coal generally, and there has been a rush to 


make gas the fuel for heat- 
ing. The prices paid for 
natural gas by most con- 
sumers are subject to util- 


Fuel Oil per Barrel 


Nos.1and2} No.4 | BunkerC ity regulation, whereas 
135,000 145,000 152,000 . 

B.tu. per | B.t.u, per | Btu. per prices for coal are not. 
nea en eee Natural gas prices, there- 
a ee Si fore are not free to move 

34 37 38 in response to changing 

45 49 61 economic conditions with 

.57 .61 .64 ia 

"68 "3 Wy respect to costs and de 

19 .85 .89 mands. 

-91 97 1.02 Because of the abnormal 
1.02 1.10 1.15 : rei : ; 
1.13 1.99 1.98 disparity in price relation- 
Las 1.9 1.40 ships, the potential de- 

36 46 1.53 . 
147 158 166 mand for natural gas in 
1.59 1.71 1.79 many markets continues 
1.70 1.83 1.92 to strain the capacity of 
1.98 2.13 2.23 dindiatyil 
2.27 2.44 2.55 transporters an strib~ 
2.55 2.74 2.87 utors. 
ate Be aay The manufacturer and 
3.40 3.65 3.83 industrial consumer, unlike 
3.69 3.96 4.15 the small homeowner, are 
3.97 4.26 4.47 : : 
4.95 4.57 4.79 more concerned with price 


per heat unit than with 
any other factor. If they 
obtain a fuel which re- 
quires no storage or disposal consideration, so much 
the better. 

As expected, the average prices paid by industrial 
consumers of natural gas are lowest in the large natu- 
ral gas producing states of California, Arkansas, 
Louisiana, Texas, Oklahoma and Kansas. Except for 
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Oklahoma, and for Cali- 
fornia, which is now im- 
porting natural gas from 


Table 6: Cost of Bituminous Coal and Natural Gas Purchased by Certain 
Electric Public Utility Generating Plants, 1937 and 1944! 


Source: 


Federal Power Commission 


west Texas, the average 
price for industrial users 


Bituminous Coal? 


Purchases—Net Tons Average Cost per Ton 


% Increase 

1937 1944 1937 
2,852,427 4,623,990 $2.54 $3.28 29.1 
3,021,428 5,144,459 3.08 4.28 39.0 
1,377,616 2,481,214 2.06 8.11 51.0 
4,316,781 7,007,310 2.99 3.23 8.0 
918,029 1,333,522 3.95 5.21 31.8 
271,468 440,596 2.41 3.16 Sh 
47,117 57,366 2.64 3.23 22.3 
226,656 804,905 2.57 3.59 $9.7 
13,031,522 21,893,362 $2.86 $3.61 26.2 


has declined. So, in other State 
states more distant from 
major supply sources, such =———__—____— 
as Illinois, Indiana, Ohio Se cae: 
and Pennsylvania, the av- West Virginia...... 
erage price for industrial  Illinois............ 
gas has advanced. (See et Ese 
Table 4.) Wyoming.......... 
If converted to a Btu Alabama........... 
basis, these prices to in- pe eee ee 
dustrial consumers reveal 
some interesting price re- aie 
lationships with coal. The 
average price of natural 
gas in 1945 to industrial jodiana............ 
consumers was 23.6 cents Illinois............ 
a thousand cubic feet, or re 
equal on a Btu basis to Wyoming.......... 
coal at about $6 a ton. In Arkansas.......... 
Ohio, the average price of re ea iy 
> ouisiana...... 
39.4 cents per mcf com- Texas............. 
pares with coal on an California.......... 
‘Totalvine: on 


equivalent Btu base at ap- 
proximately $10 a ton. 
(See Table 5.) 

There are loopholes in 
this generality, because 
prices vary regionally. But 
the average rise of $2 a ton in coal since 1945 is 
equivalent to about 8 cents per mef in terms of nat- 
ural gas. 

An industrial consumer who would have selected 
natural gas in 1945 if it had been available would now 
have even a stronger desire for gas than coal. With 
average bituminous coal prices at wholesale having 
risen from $4.19 in 1940 to a $7.50 average in April, 
1948, gas is much cheaper than coal. 

Specific price data for coal as delivered to indus- 
trial consumers at particular locations are not gener- 
ally available because coal is usually sold at contract 
prices f.o.b. mines. But reports submitted to the 
Federal Power Commission in 1945 by electric utility 
generating slations reveal the respective price trends 
for natural gas and coal in various regions. While 
bituminous coal prices between 1937 and 1944 ad- 
vanced 26.2% for seventy plants, the sixty-eight pub- 
lic utility generating plants using natural gas experi- 
enced an average decline of 9.1%. Natural gas prices 
in Illinois advanced about 3.6% between 1937 and 
1944, but coal prices rose 8% in the same period. 
(See Table 6.) 

The rise in the price of fuel oils has been even 


See Exhibit No. 400, Docket No. G-580. 


Exhibit No. 400, Docket No. G-580. 


Natural Gas’ 


Purchases—mef 


% Change 

1937 1944 
8,196,663 3,799,383 ¢ +5.6 
2,030,110 2,528,902 +3.6 
2,030,160 13,784,593 +10.9 
7,323,311 7,113,990 +1.6 
341,453 310,606 +17.0 
2,153,086 5,138,930 -13.6 
7,316,755 16,628,903 +25.4 
20,651,745 36,917,896 -21.1 
15,827,691 31,135,249 -12.0 
2,823,748 2,377,407 -29.3 
68,694,722 | 119,735,859 -9.1 


1As reported to the Federal Power Commission. Identical plants except as otherwise indicated. F 
2The 21.9 million tons of bituminous coal in 1944 for these plants compares with 77.9 million tons for all reported companies. 


2The 116 billion cubic feet of gas in 1944 for these plants compares with $60 billion cubic feet for all reporting companies. See 


aNot identical plants (2 in 1937 and 6 in 1944). 
bNot identical plants (2 in 19°7 and 9 in 1944). 


more spectacular than coal. Prices in most instances 
have risen more than 100%. Most of this rise oc- 
curred in 1947. 

The rise in fuel oils, coupled with the rise in coal, is 
the prime reason for the pipe-line expansion programs 
which will eventually bring natural gas into New York 
City. Growth of gas-heating installations have been 
impeded by inadequate capacity to cope with the 
extraordinary heating load placed on the manufac- 
tured gas companies. Costs of constructing water 
gas facilities, which have increased from $160 to 
$400 per thousand cubic feet of capacity, have also 
been a factor. On top of this, the manufactured gas 
companies have experienced a rise since 1940 of 
Bunker C fuel oil from 98 cents a barrel to over $3. 
Also, coke prices have advanced in the same period 
from $7.25 a ton to more than $13.60. 

Despite these problems, however, the manufactured 
gas companies are going ahead with expanding their 
production and distribution systems. The manufac- 
tured gas industry in 1947 boosted plant capacity to 
meet peak loads about 20% above 1946, by install- 
ing liquid petroleum gas plants and by installing a 
new oil gas process which, it is expected, will be able 
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to make a high Btu gas to be blended with natural gas. 

Costly installations of new productive capacity 
have been avoided as much as possible. Instead, 
some of the manufactured gas companies are awaiting 
the importation of natural gas into their territories. 
Use of natural gas by the manufactured gas indus- 


try can alleviate the perplexing problem of ex-- 


panding manufactured gas plants under existing peak 
construction costs. For example, natural gas with 
its 1,000-plus Btu content can be used to enrich manu- 
factured gas and at the same time permit the utility 
company to serve larger quantities with virtually the 
same production and distribution facilities. 

The Philadelphia Gas Works Company is receiv- 
ing some natural gas for enrichment purposes, and 
the Consolidated Edison Company of New York 
City, the Brooklyn Union Gas Company and others 
expect to be using natural gas in late 1950 when the 
Transcontinental Pipe Line Company’s 1,800 mile 
26-inch line from Rio Grande Valley, Texas, to New 
York is completed. 

There are ten distributing companies to be served 
natural gas by the Trans-Continental Gas Pipe Line 


Table 7: Daily Contract Demand and Annual 
Volume—Trans-Continental Gas Pipe Line 
Company 


Source: Federal Power Commission 


Daily {Annual Volume~-MMcf 


Contract —————— 

ore Memes | iret | Fitth 

oy Year Year 
Consolidated Edison Co. of New York.} 100,000 | 29,200 | 29,200 
Brooklyn Union Gas Company........ 60,000 | 17,520 | 17,548 
Public Service Electric and Gas Co....| 70,000 | 20,440 | 20,440 
Philadelphia Electric Co.............. 30,000 8,760 8,760 
Long Island Lighting System......... 20,000 6,593 7,360 
Kings County Lighting Co........... 7,500 2,317 2,737 
Brooklyn Borough Gas Co............| 7,000 2,110 2,350 
New York & Richmond Gas Co.......| 2,500 736 830 
Elizabethtown Consolidated Gas Co. . 8,000 2,336 2,336 

Consolidated Gas Electric Light & 

Power Co. of Baltimore............ 35,000 | 10,220 | 10,220 
Total sales to utilities.............| 840,000 | 100,232 | 101,781 
Delivery to Sun Oil Co............... 68,163 | 15,000 | 13,451 


115,232 | 115,232 


Company. These companies propose to use natural 
gas in their manufacturing plants to displace oil and 
other fuels currently used. Use of natural gas in these 
plants would displace about 523.6 million gallons of 
oil used by the utility companies. About 105 mil- 
lion gallons of oil used by the Sun Oil Company in 
its refinery at Marcus Hook, Pennsylvania, would be 
displaced by natural gas. (See Table 7.) 

What does this mean in dollars and cents? During 
the first year of operation, it is estimated that the 
use of natural gas in lieu of oil and other fuels will 
result in savings in production operating costs of 
nearly $27.7 million in the first year of operations. 
By the fifth year the savings are expected to reach 
about $35.2 million. (See Table 8.) These estimated 


annual savings in production operating costs would 
result from the use of natural gas at an 80% annual 
load factor as a substitute for other fuels used in the 
production of manufactured gas, and the use of nat- 
ural gas as a substitute for other fuels in boiler plants 
and in manufactured gas plants. 

However, the Big Inch (24) pipe line originates 
in Longview, Texas, and the Little Big Inch (20) 
pipe line originates in the Houston and Beaumont, 
Texas, area, and both these pipe lines terminate at 
Linden, New Jersey, a relatively short distance from 


Table 8: Annual Savings in Production Operating 
Costs by Use of Natural Gas 


Source: Federal Power Commission 


Annual Savings 
Company 
First Year Fifth Year 


Consolidated Edison Co. of New York.| $ 9,272,000 | $11,616,000a 


Brooklyn Union Gas Company........ 6,395,517 8,597,645 
Public Service Electric and Gas Co.... 2,756,000 3,071,000 
Philadelphia Electric Co.............. 299,500 2,005,100 
Long Island Lighting System.......... 2,927,700 2,872,300 
Kings County Lighting Co.1........... 892,000 1,216,000 
Brooklyn Borough Gas Co............ 715,000 780,000 
New York & Richmond Gas Co2...... 213,000 252,000 
Elizabethtown Consolidated Gas Co... 982,026 1,340,043 
Consolidated Gas Electric Light & 

Power Co. of Baltimore?............ 3,218,049 3,423,768 


Sg. See ETP guS SSOGEReeE “$27,670,792 $35,173,856 _ 
aEstimated on basis of proportionate increase of the other nine utility companies 
JBased on $1.45 demand and 25 cents commodity charge. 
2Savings after federal income taxes. 
3Based on 31.24 cents for first year and 32.46 cents for fifth year, of 1050 Btu gas. 

New York City. But delivery of gas on the line is 
controlled by the FPC; hence the likelihood of ob- 
taining gas from that line is remote. 

The objective of the natural gas industry is to 
build systems from the Southwest to serve the indus- 
trial area between Milwaukee and Boston. This is a 
vast market, indeed. Natural gas could not, for more 
than a relatively few years at most, supply the de- 
mands which would be forthcoming on the basis of 
existing price relationships with coal and with oil in 
numerous and constantly expanding markets. 

Estimated proved natural gas reserves as of De- 
cember 31, 1947, were 165.9 trillion cubic feet, accord- 
ing to the American Gas Association. In terms of 
1947 consumption, this would indicate a_ thirty- 
year supply. Last year, we produced 5.6 trillion 
cubic feet and added 5.35 trillion to reserves. 

The ratio of added reserves of natural gas to pro- 
duction was 2.7 in the 1921-1925 period. During the 
1941-1945 period, the ratio rose to 3.9. In view of 
intensive drilling for oil this year, stimulated by high 
crude oil prices, it does not seem unreasonable to 
expect even a higher ratio for natural gas reserves in 
the 1946-1950 period, despite increased natural gas 
production. 

Wiu1aM B. Harper 
Division of Business Economics 
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Earnings at All-time High 


OURLY earnings averaged by production work- 
ers in twenty-five manufacturing industries 
soared to a new high in June. They were 1.2% above 
the May level and hit a peak for the twenty-ninth 
consecutive time. In the three years that have elapsed 
since June, 1945, the wartime peak month, the aver- 
age hourly return has risen 33.9 cents, or 30.5%. 
Actual weekly earnings advanced 1.9% over the 
month, thus reflecting an increase in both hourly 


Steel formula. By contrast, during this latter period, 
actual hours have dropped 0.5%. Since additional 
overtime payments are thus eliminated from the 
pattern, this expansion of actual weekly earnings can 
be attributed to wage-rate increases. In June, the 
average increase for all workers combined was the 
greatest in recent months—0.4%. 

The index of real weekly earnings was 1.3% more 
in June than in May, but 1.6% below the June, 1947, 
level. Since January, 1941, the increase has amounted 
to 17.2%. 


Average Weekly Earnings in 25 Manufacturing 
Industries, 1929 to Date 


Source: THe ConrerENcE Boarp 
Index Numbers, 1923=100 


earnings and the number of hours worked. The June 250 


average of $57.96 was the highest yet recorded. It 
was 6.8% more than in June of last year and 89.3% 


above the base date (January, 1941) of the Little 200 


Wage-rate Increases and Workers Affected 


Source: Tur ConrerEeNcE Boarp 150 


“REAL” WEEKLY 
25 Manufacturing Industries EARNINGS 
Date 
Production Ww. 
Mecbert gj) cteepeange se tee 
8.6% 8.7% 
4.8 7.4 a 
ae i 929 1935 1941 (1947 1942 1943 1944 1945 1946 1947 1948 
re a Actual working hours were lengthened slightly in 
1.1 7.5 June. The latest average was 40.0 hours; the month- 
ly rise, 0.3 hour or 0.8%. Man hours moved in the 
2.5 8.0 p ebene nant as aveet é 13 
Pabraary sos cscs A ohatrvcnlh 3.2 9.5 same direction, but recorded a sharper rise (1.3%) 
Ss i ES, RE SP rent 1.6 7, between May and June. 
My cash ean OREM TON SI 8.8 Euzasera M. CaseLut 
ye es Cee re ee 7.0 6.4 Statistical Division 


EARNINGS, HOURS, EMPLOYMENT, PAYROLLS, PRODUCTION WORKERS, 25 MANUFACTURING INDUSTRIES 
Norn: Hourly earnings are not wage rates, because they include overtime and other monetary compensation 


Index Numbers, 1923 =100 


Ave Average 
D - Wake Renee ince Actual 
fate ourly eel Hourly Earnings Weekly Earnings T 
Earnings | Earnings | rr jucton| Producten Week ber | Employ | Fete | payrolls 
Worker Worker Production Hours 
Actual Reala Actual Reala Worker 
1047 Junesces tesa $1.347 | $54.25 40.3 41.0 249.0 195.6 203.9 160.2 81.9 127.4 259.8 
Ft ne ne nee 1.354 63.61 39.7 40.9 250.3 195.9 201.5 157.7 80.7 125.5 101.38 252.9 
AUB. ck ces 1.367 54.29 39.7 40.8 252.7 194.2 204.0 156.8 80.7 126.2 101.8 257.4 
September.......... 1.383 55.96 40.5 40.8 255.6 193.2 210.3 159.0 82.3 127.6 105.0 268.3 
October isis. <5 dss njere« 1.386 56.60 40.9 40.9 256.2 192.6 212.7 159.9 83.1 127.9 106.3 272.0 
November.......... 1.395 56.78 40.8 40.9 257.9 192.5 213.4 159.3 82.9 128.8 106.8 274.9 
December........... 1.401 57.54 41.1 40.9 259.0 190.9 216.2 159.3 83.5 130.1 108.6 281.3 
1948 January............ 1.406 57.35 40.9 40.9 259.9 190.0 215.5 157.5 83.1 180.0 108.0 280.2 
February:...,.-.++.. 1.412 57.27 40.6 40.9 261.0 192.9 215.2 159.1 82.5 129.7 107.0 279.1 
MTC. Shee eee 1.417 57.67 40.7 40.9 261.9 194.0 216.7 160.5 82.7 129.9 107.4 281.5 
Annies Sb Bio wes 1.423 57.10 40.2 40.8 263.0 192.5 214.6 157.1 81.7 128.2 104.7 275.1 
At Pea ee 3 ee 1.433 56. 887 39.7 40.8 264.9 192.8 213.8r| 155.6r 80.7 126.3 101.9 270.0r 
Sune S oe ee 1.450 57.96 40.0 40.7 268.0 193.9 217.8 157.6 81.3 126.9 103.2 276.4 
aRevised series; these data not comparable with previously published series. rRevised. 


Selected Business Indicators 


(Annual statistics appear in “The Economic Almanac 1948,” pages 72, 73) 


1948 1947 Percentage Change 
Item 7 Months, 
July fol May tes July J —s J ey, Tea 1947 to 
July, 1948 | July, 1948 | 7 Months, 
1948 
Industrial Production 
Motal\(ERB)(S)hicte neh. see one 1935-89=100 |p 187 192 191 188 176 2.6 46.3 +2.8 
Manufacturing (FRB) (S)........ 1935-89=100 || p 193 198 197 195 183 2.5 +5.5 42.5 
Durable goods (FRB) (S)....... 1935-89=100 ||p 220 222 220 Q17 207 0.9 +6.3 +1.9 
Steck tion, dome cetacean att 000 net tons 7,078 7,256 7,572 6,218 6,579 2.5 +7.6 42.5 
Pig 1r0n, , Shc ee sot niet 000 net tons 4,900 4,991 5,077 3,840 4,585 -1.8 +6.9 -0.6 
Copper (refined)...........++- net tons 107,014 | 105,221 | 104,524 | 104,044] 94,610 41.7| 418.1 43.7 
Lead (refined)...........-00.: net tons 40,458 47,227 50,626 49,652 46,012 14.3 -12.1 2.0 
ane (labs). ©. tacts se hecteete esels.c net tons 69,822 68,372 73,885 71,500 69,128 4+2.1 +1.0 0.9 
Glass containers.............. 000 gross n.a. 8,145 |r 8,820 8,951 9,6194 -7.7b -15.3¢ -18.4d 
Dumberer eetee.ce ere eos million bd. ft. n.a. 3,269 3,089 3,035 3,139 +5.85 +4.1¢ -1.1d 
Machine tools'**............. 1945-47 = 100 na.|}p 779.9}r 86.3 82.7 79.5 —1.4b +0.5¢ -8.1d 
Machinery (FRB)............ 1935-39=100 || p 268 |r 276 272 276 266 2.9 +0.8 +1.0 
Transportation equip. (FRB). . 235 |r 223 215 237 Q17 +5.4 +8.3 +0.9 
Automobiles, factory sales. .... 356,582 | 312,406 225,461] $308,071 | 279,631 414.1 +27.5 +6.6 
Nondurable goods (FRB) (S).... 172.) ¢ 179 178 177 163 -8.9 +5.5 4+3.4 
DL OTe iene cite e ciettis: sro:aeete ’ 627,393 801,142 785,440 829,730 677,780 21.7 -7.4 3.4 
WV GOL eee PT RAC. n.a. 59.6) r 61.5 65.3 53.6 -8.15 +11.2¢ +0.1d 
Rayon: yarn nis bs aliderctueva onidh million pounds 72.6 70.4 68.6 67.9 62.3 +3.1 +16.5 +14.8 
Food prod., mfd. (FRB) (S)...|| 1935-89=100 || p 163 |r 164 159 157 155 0.6 +5.2 +2.1 
Chemicals (FRB) (S)......... 1935-39 =100 255 |r 256 250 249 251 0.4 +1.6 +0.5 
Newsprint, North American. ..|| short tons 493,827 | 487,126 | 493,458 | 487,620 | 479,973 41.4 42.9 42.1 
ee eh or nee % of capacity |p 88.1 94.5} 7 100.5 100.8 93.5 6.8 -5.8 -5.5 
BEATIETDOBLU Ss occa s6 101 sis, 6 ere) sie % of capacity 81 94 100 102 90 -13.8 -10.0 -2.4 
Boots and shoes*.............. thous. of pairs n.a. 38,600 |r 33,974 39,412 $4,131 +13.65 +13.1e +3 .5d 
Cigarettes (small)*............ millions 27,521 31,701 28,498 32,036 29,549 -13.2 6.9 43.7 
Wen CECERES) (9) a 56 yaar! «pales aves 1985-39=100 || p 154 |r 159 162 147 140 -3.1 +10.0 +5.0 
Bituminous coalr............. 000 net tons || p 48,315 |r 52,463 |r 55,965 34,600 39,882 -7.9 +21.1 -5.8 
Anthracite. gc.6...5 vee see et 000 net tens |p 4,365 4,590 4,867 4,438 4,084 4.9 +6.9 42.8 
Crude petroleum!............. 000 barrels n.d. 5,544 5,502 5,484 5,099 +0.8b +8.7c] +10.4d 
BUCLIIG POWET®, «5 oss cece yess million kwh 5,171 6,119 5,076 5,046 4,603 +1.0 +12.3 +10.3 
Oustraction®..0). Ss ee vee oe 000 dollars 962,685 935,188 970,789 873,882 660,254 +2.9 +45.8 +38.0 
Heavy engineering—Public’........ 000 dollars 71,245 66,375 72,042 77,178 54,183 +7.3 +31.5 +47.0 
Heavy engineering—Private’....... 000 dollars 71,499 82,708 61,755 718,254 50,661 -13.6 +41.1 +9.7 
Distribution and Trade 
Carloadings, total®*............... thousand cars 847.7 868.9 877.2 7183.6 849.4 2.4 0.2 3.5 
Carloadings, miscellaneous*........ thousand cars 364.5 377.0 381.4 378.3 374.7 -3.3 Riad) 0.9 
Retail trade (NICB) (S)........... 1935-39 =100 n.a. 325.6 |r 329.8 |r 326.6 292.5 -1.36 +11.3¢ +12.1d 
Department store sales (S)......... 1935-89 = 100 312 3138 310 r 305 287 —0.3 +8.7 +7.7 
Variety store sales (S)............. 1985-39=100 n.d. 215.3 206.1 220.3 193.7 +4.5b} +11.2c +6.8d 
Rural retail trade (S)............-- 1929-31=100 n.a. 366.2 |r 350.9 372.8 315.8 44.46] +16.0c| +11.1d 
Grocery chain store sales (S)*....... 1985-89 =100 n.d. 357.4 371.0 363.3 316.74) -3.7b} +12.9c] +15.6d 
Magazine advertising linage........ thous. of lines 3,171 3,160 4,288 4,391 3,377 +0.3 -6.1 ~-7.0 
Commodity Prices 
All commodities (BLS)*r........... 1926 =100 p 168.6 |p 166.2 163.9 162.8 150.6 +1.4 +12.0 +11.5 
Raw materialsr................. 1926 =100 p 184.1 ]p 182.6 177.6 175.5 165.3 +0.8 411.4 +12.5 
Semi-manufactured articlesr...... 1926=100 p 155.9|r 154.5] r 153.8 154.1 146.1 +0.9 +6.7 +6.5 
Manufactured products*r......... 1926 =100 p 162.7 |r 159.7 158.5 157.6 144.2 +1.9 +12.8 +11.6 
Farm productsr..............--- 1926 =100 p 194.9|}p 196.0 189.1 186.7 181.4 0.6 +7.4 +8.8 
“Tic 2 aaa dean cape tal out 1926 =100 p 188.3|p 181.4 177.4 176.7 167.1 +3.8 +12.7 +9.9 
Sensitive industrial (NICB)®........ 1929=100 157.8 154.6 158.1 152.1 155.4 42.1 41.5 +4.0 
Sensitive farm (NICB)®............ 1929=100 222.9 224.5 212.8 208.7 208.6 =). 7 +6.9 +11.3 
OTL hye Sa aaa ae 1935-39 =100 n.a. 193.5 192.1 190.8 178.7 +0.7b +8.3¢ +8.4d 
Securities 
Total stock prices (Standard & Poor’s)|| 1935-89 = 100 131.9 135.1 130.2 124.6 126.0 2.4 +4.7 +1.8 
ere OE ee ee a nee 1935-39 = 100 138.9 142.7 |r 136.9 130.8 181.7 —2.7 +5.5 +3.3 
CON Ss PN 5 A ee 1935-89 =100 124.7 125.6 122.6 115.2 108.2 =). 7 +15.2 +7.4 
LESS i 5 ae i ae 2 en 1935-39 =100 99.5 100.6 99.2 96.2 102.2 -1.1 2.6 -8.5 
Totalno. shares traded N.Y.Stock Ex.|| thousands 32,676 42,416 54,683 43,765 32,055 -23 .0 +1.9 +26 .2 
Corporate bond yields (Moody’s). . .|| per cent 3.04 ]r 3.00 3.02 3.05 2.80 +1.3 +8.6 +9.8 
Financial Indicators 
Bank debits, outside New York City) million dollars 55,974 56,667 51,797 53,691 49,178 -1.2 +13.8 +13.4 
New capital corporate issues........ 000 dollars 444,655 595,307 374,081 562,426 483,317 25.3 -8.0 +48.7 
PREECE ISSIES. «scrote <n sad OE > 000 dollars 14,725 |r 28,897 4,089 50,213 123,226 49.0 -88.1 -79.0 
Comm., industrial and agric. loans***|| million dollars 14,4699 14,3509 14,218 14,258 11,9389 +0.8 +21.2 g 
Total personal income (S)**....... ,billion dollars n.d. 211.9 207.2 207.4 192.4 +2.3b, +10.1c +9.4d 
Money in circulation, end of month.!' million dollars 27,866 |r 27,903 27,812 27,716 28,149 0.1 -1.0 -1.2 
SAdjusted for season variation 1Shipments 2Consumption; cigarette consumption measured by tax-paid withdrawals %Excludes reconstructed government shoes included in 
data prior to 1944 4Average daily SAverage weekly oP. Ww. ge 7Engineering News-Record—average weekly rocery and combination chain store sales *Through 


September, 1946, the Bureau of Labor Statistics carried motor vehicles’ prices at April, 1942, levels. In October, 1946, current prices were reintroduced. On April, 1942, levels, the April, 
1948, indexes for All Commodities and Manufactured Products would have been 160.3 and 153.5; May, 161.4 and 154.4; June, 163.5 and 155.3; July, 165.7 and 157.9 140 centers 
aJune, 1947 bPercentage change, May, 1948, to June, 1948 cPercentage change, June, 1947, to June, 1948  dPercentage change, 6 months, 1947 to 6 months, 1948 eEstimated 
fLess than .05% July, 1948, July, 1947 and average of last two weeks in June, 1948, reported gross. Earlier months reported net. See** n.a.Not available pPreliminary 
rLong-term revisions—wholesale prices, all series; new capital ee issues and refunding issues; bituminous coal; lumber; revised data available on request. *Value as traffic indicator 
subject to variations in length of haul and amount loatien. **New series. Commercial, industrial and agricultural loans reported by member banks in leading cities revised to increase 
and improve coverage; i pana gross starting June 23, 1948, i. ¢., before deduction of valuation reserves. Total personal income, seasonally adjusted at annual rates, replaces national 
income nts. Total personal income is current income received by persons from all sources, exclusive of transfers. Earlier data avaflable on request. Machine tools shipments 
mperied cor revised index base of three months’ average, centered. 
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New Fields for Insurance Money 


INCE the war’s end a significant shift in life in- 
surance investments has been evident. A trend 
of declining rate of return and rapidly increasing 
assets has forced the companies to initiate changes 
in their portfolios and to search for new investments. 
The rate of income earned by life insurance com- 
panies? on their investments has been declining stead- 
ily throughout the past quarter century. From about 
5.25% in 1925 it dropped to an average of 4.10% 
in the 1930’s and to a low of 2.88% in 1947. Two fac- 
tors contributing to the decline have been the in- 
creasing percentage of comparatively low-interest- 
rate government securities in life insurance portfolios 
and the general decline in the interest rate during the 
past few decades. 


GOVERNMENT SECURITIES 


Since 1943, government securities have been the 
largest component of life insurance assets. (See Table 
2.) The growth in importance of these securities as 
investments for life insurance assets has occurred 
since 1930. Investments by these companies in this 
field were negligible previous to the First World War. 
Some investments were made in 1917 and by 1919, 
$780 million, or 11.5% of life insurance assets were 
invested in government securities. The percentage 
of assets they represented declined, however, follow- 
ing the war, and by 1930 were only 1.8% of the total 
assets of the life insurance industry. 

Following 1930, the investment of life insurance 
assets in government securities rose rapidly. From 
about $336 million in 1930 it increased to almost $22 
billion in 1946. This growing dependence on govern- 
ment securities may be explained by the fact that life 
insurance company assets were increasing rapidly 
($12 billion between 1930 and 1940), while legally ad- 
missible high-grade investments other than govern- 
ment securities were becoming relatively scarce. The 
annual total of new corporate issues declined signi- 
ficantly following 1929. Mortgage investments also 
declined during the depression years of the 1930’s 
when little construction was in progress and fore- 
closure rates were high. 

Other factors which influenced the decline in in- 
come from insurance investments were the general 
decline in the interest rate and the consequent rather 
general practice of refunding corporate indebtedness 
at lower rates of interest. In addition, the decline in 
new issues fostered competition for the better invest- 
ments and tended to lower the rate of return of in- 
surance company investments. 

1United States legal reserve life insurance companies. 


This decline in income from investments is a seri- 
ous problem for life insurance companies. Insurance 
policies are long-term contracts whose reserves are 
calculated by assuming a certain fixed minimum rate 
of return. Companies are now paying off policies 
which were calculated, in some cases, when the rate 
of return on life insurance assets was well above 4%. 


FACTORS OFFSETTING CHANGES 

Certain factors have, until recently, tended to 
compensate for the declining rate of return. The 
life expectancy of the American population has in- 
creased significantly over the past few decades, giv- 
ing insurance companies a longer period, on the aver- 
age, to collect premiums on outstanding policies. Ris- 
ing security prices have permitted companies to sell 
some long-held corporate bonds at a premium. A 
quantity of tax-exempt municipals were also sold at 
high prices, while the general prosperity of recent 
years has given value to some doubtful assets. 

Between January 1, 1947, and July 1, 1948, the hold- 
ings of government securities by life insurance com- 
panies declined $2.9 billion, or 13.3%, while their 
investments in securities and mortgages increased 
$5.3 billion, or 12.2%. During this same eighteen- 
month period, the holdings of corporate obligations 
increased $5.0 billion, or 43.7%, and investments of 
insurance companies in mortgages $2.6 billion, or 
37%. Stockholdings, which are sharply restricted by 
state law, increased 27% between January 1, 1947, 
and June 30, 1948, bringing the entire holdings up to 
$1.4 billion. 

The continued growth of life insurance assets neces- 
sitates the continued expansion of investments. Assets 
would continue to grow for a considerable time even 


Table 1: Assets of United States Life Insurance 
Companies, Selected Years, 1900-1947 


Source: Institute of Life Insurance 
Millions of Dollars 


End of Year Amount 
1900: .csioas ds edG oeklh RRR bi xlomet. Beanbags ae 1,742 


1008N.28), . deka hk | Sa. tse ae 2,706 
LODO 68:4. , 23 ee bie ORlaRSE Soo. ook eee 3,876 
19DR20.. . EAE oAPRBLS bee a 5,190 
LOZOSURGA . S0Es 2. ghyeetds aes Ne ae 7,320 
102644... $s): kite bb,.b ene eae 11,538 
LOSS vin 8 ak CCAR cod ott 5. Uae 18,880 
tr eee re Pee Se 23,216 
1080 he eee Ee eee $0,802 
1941S s *, coe. Sc Ce Le ee $2,731 
1948S ot, in Oe ec ER ec einer a ae : 

TONS. et Oe Oe eee 37,766 
30444, 5.., dim Se OE cose hed eee, 41,054 
OAR io oii See, Renee Pe Peete 44,797 
1946. xerpapiwencnTy: : Akos |  eeeieaeR 48,191 
TOM. ce hr, nen ees Teer genes Be 51,735 
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if no policies were sold because premiums would con- 
tinue to be paid on policies already purchased. The 
rate of growth during the 1940’s has been approxi- 
mately $3 billion a year. (See Table 1.) Investments 
are limited both by law and by certain characteristics 
of the insurance industry. Because of the necessity 
of building policy reserves, insurance companies need 
an income that is both definite and regular. Invest- 
ments, therefore, have traditionally been where these 
characteristics are present, mainly in mortgages and 
corporate and government debt securities. 


CORPORATE BONDS 


The corporate bond holdings of life insurance com- 
panies totaled $16.3 billion as of June 30, 1948. The 
breakdown of this group was as follows: 46.2% were 
public utility bonds, 36.2% industrial and miscellane- 
ous bonds, and 17.6% were railroad bonds. Holdings 
of industrial and miscellaneous bonds have shown the 
greatest gain since January 1, 1947, increasing about 
82%. Life insurance holdings of public utility bonds 
increased 40% and holdings of railroad bonds 6% 
during this period. 

Bonds are, in many respects, ideally suited to the 
needs of life insurance companies as far as invest- 
ment is concerned. The fixed return of bonds offers 
insurance companies the steady earnings which are 
necessary to build policy reserves.. Bonds are, fur- 
thermore, legal obligations backed by assets which are 
recoverable in case of business failure. Bonds at pres- 


Table 2: Percentage Distribution of Assets 
of Life Insurance Companies 
Source: “Spectator Yearbook” 


United | Securities 


Sta of 
End of Year Boma Business pee eel: ear 
ment and 
Securities | Industry 
TOPE SS ee. : 24.9% | 35.2% 2.3% L 13.7% 
1982s... 3 24.3 36.1 2:3 13.2 13.6 
LOCOS a>... 8.8 24.9 38.7 2.6 1Z37, 12.3 
1924..... 6.9 26.4 40.2 2.3 TOS, 11.5 
1925755... 5.6 26.9 41.6 2.3 12.5 4 
LOZGer: 3.9 27.1 43.0 2.3 12.4 ik 
TOST at... 3.3 27.6 43.0 2.4 12.4 11.3 
19S... . 2.6 28.5 42.4 2.5 12.5 11.5 
it es 2.0 28.0 41.7 Ye A 13.6 12.0 
1980..... 1.8 28.3 40.1 2.9 14.9 12.0 
TORT. aa). 1.9 27.6 38.0 3.4 16.7 12.4 
1908325... 2.2 26.4 35.3 4.5 18.3 13.3 
1938-2... 4.2 25.4 32.0 6.1 18.0 14.3 
1984. ...4.. 8.6 24.8 26.8 ah 16.7 15.4 
186 27. 12.6 25.0 23.0 8.6 15.2 15.6 
1986..... 15.8 26.2 20.6 8.6 IST 15.1 
ey oe ye 26.8 19.9 8.3 13.0 14.3 
1S8:.... 17.9 28.2 19.6 7.8 12.2 14.3 
1989. .... 18.4 28.9 19.4 (ee) BS St 14.9 
1940..... 19.0 29.8 19.3 6.7 10.0 16.2 
RATE ies. « 20.5 31.0 19.6 5.7 8.9 14.3 
1942..... 26.4 29.5 19.2 4.7 (Gs 12.5 
1948..... $2.9 27.8 Lae 3.6 6.3 LY 
1944..... 39.9 26.1 16.3 2.6 5.2 9.9 
LC ae 45.9 24.8 14.8 be) 4.4 8.2 
1946..... 44.9 27.2 14.8 1.5 3.9 iad 
WORT ccs 38.7 31.3 16.8 ae f 8.7 7.8 


ent, however, present several objections as invest- 
ments. Interest rates upon the best-grade corporate 
bonds have fallen markedly over the past few dec- 
ades, and the amount of legally admissible bonded 
indebtedness outstanding is limited. 

The increase in the holdings of corporate bonds 
and stocks by life insurance companies during 1946 
and 1947 was the equivalent of more than half the 
value of all new issues of these types during the pe- 
riod. In the first half of 1948, alone, the increase in 
holdings of corporate bonds was the equivalent of 
more than three quarters the value of all corporate 
bond issues, during that time. 

Other objections include the argument that con- 
centration of investment in bonds may have the 
effect of causing the acquisition of some lower-grade 
bonds. The large and persistent demand for bonds 
may also, it is argued, lead to unsound financial struc- 
tures in issuing companies. Specifically, this may lead 
to large bond flotations when equity financing is 
more clearly advisable. 


MORTGAGES 


Mortgages have traditionally been a source of in- 
vestment by life insurance companies and they seem 
to offer good prospects for expansion in the near fu- 
ture. Holdings of mortgages by life insurance compa- 
nies amounted to $9.7 billion at mid-1948, an increase 
of 13% since the beginning of the year. Some tighten- 
ing of the mortgage market is at present indicated. 
There is some feeling that prices are at or near their 
peak. The recent rise in corporate security yields 
has also had some effect in drawing capital away 
from the mortgage market. One estimate has put the 
probable average investment in mortgages by life in- 
surance companies at $2 billion a year.1 

Farm mortgage investment by life insurnace com- 
panies totaled $933 million at the end of June, 1948— 
an increase of $95 million since the beginning of the 
year. This is sharply below holdings of previous years. 
Farm mortgage investments by life insurance com- 
panies have halved in the ten years from 1932 to 
1942, dropping from about $1.8 billion to about $900 
million. Heavy foreclosures reduced mortgage hold- 
ings during the 1930’s and high rates of farm income 
today tend to keep mortgages down. 

Total ownership of stock by life insurance com- 
panies at the end of June, 1948, was $1.4 billion, of 
which $1.1 billion, or 77%, was preferred. Industrial 
stocks made up 65.5% of the total, the remainder 
being made up of public utility stock (27.0%) and 
railroad stock (7.6%). Insurance company owner- 
ship of stocks has risen about 44% since the end of 
1945, but it is still less than 3% of total assets. 

There has been considerable argument over the 


1Edmunds, Stahrl, “Outlets for Life Insurance Investment,” 
Harvard Business Review, Summer, 1947, p. 415. 
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TABLE 3: INVESTMENT HOLDINGS OF LIFE INSURANCE COMPANIES ON LAST DAY OF MONTH 
Source: Institute of Life Insurance 
Millions of Dollars 


United States 
Year and Month Government | Corporate Equity 
Obligations | Obligations | Securities 


1046" January...00% 220.558 Bes ae 21,020 9,680 849 
Rebriary: vss ent cat» gerne ote 21,169 9,847 866 
Marchoynt sa. secee s eee: 21,269 9,800 891 
April.o a2. eee ee ee 21,324 9,885 941 
May: 2 acct. carats eae Q1,477 10,047 974 
DUMONT Face oe acre 21,541 10,088 997 
Julyys Ge i tee cee 21,559 10,208 1,018 
August: fncte aces ce. ees 21,612 10,493 1,080 
September..................] 21,660 10,632 1,054 
Optoberats-sccsemeen, cnet ee 21,571 10,850 1,067 
INOvembersve: nec ee 3 21,447 10,994 1,067 
December eae. cau st actteihrs 21,508 11,354 1,182 

1047 January.na ccs sea tee ae 21,501 11,539 1,148 
Kebraary- sae. cee 21,546 11,705 1,164 
March <0. aatr ee e 21,199 11,777 1,186 
‘April 2 tape 0 aaa hc eee 21,233 12,116 L221 
May, J2963 (ten roe 21,219 | 19,278 1,267 
PUNE tasks AA ee a ees 21,014 12,625 1,301 
Fly sh oe sales ec 20,895 | 19,919 1,331 
Auguste een pene a 20,776 13,034 1,333 
Septemberi.2 2 eens oe. 20,532 13,278 1,359 
October. 2 i caccw scene 20,517 13,510 1,353 
November: feeescs souk 20,305 13,829 1,369 
December. 3.0. usee tone. 19,826 14,373 1,371 

1LO¢8e January a0. Pees eek oe 19,575 14,618 1,380 
IREbruaryi.n. epee oe 19,492 15,073 1,899 
Warchs; ..cscr: cositinat eerie 19,340 15,422 1,417 
April. ... 19,070 15,805 1,422 
My sie . ies cents, aa sere 18,888 16,046 1,420 
Jane Se ae ee oon hee eee 18,658 16,317 1,442 


Total 
sect Vete Ad. and 

wane FHA | ministration Mostsears 
2,122 1,359 n.d. 4,450 40,247 
2,130 1,363 n.d. 4,423 40,564 
2,156 1,342 n.d. 4,448 40,670 
2,190 1,346 n.d. 4,480 40,938 
2,192 1,346 n.a. 4,536 41,350 
2,207 1,328 n.d. 4,576 41,520 
2,213 1,321 n.d. 4,607 41,714 
2,223 1,309 n.d. 4,670 42,127 
2,236 1,300 n.d. 4,742 42,414 
2,249 1,289 n.a. 4,797 42,620 
2,229 1,299 n.d. 4,827 42,661 
2,260 1,284 n.a. 4,977 43,313 
2,283 1,190 275 4,912 43,631 
2,292 1,196 319 4,971 43,979 
2,348 1,189 373 5,019 43,874 
2,350 1,192 413 5,041 44,359 
2,343 1,200 458 5,091 44,659 
2,349 1,218 509 5,142 44,971 
2,388 1,238 547 5,224 45,362 
2,383 1,263 592 5,261 45,469 
2,391 1,283 658 5,300 45,625 
2,379 1,382 697 5,347 45,967 
2,396 1,361 736 5,413 46,244 
2,379 1,413 807 5,498 46,505 
2,382 1,454 842 5,560 46,648 
2,390 1,505 951 5,664 47,347 
2,421 1,581 1,004 5,698 47,769 
2,439 1,638 1,040 5,764 48,081 . 
2,449 1,709 1,063 5,815 48,306 
2,461 1,793 1,085 5,890 48,579 


Note: Starting with 1948, this tabulation includes investments of the accident and health departments of the life insurance companies. Figures for 1947 and 1946 are, there- 


fore, not strictly comparable, 

n.a. Not available. 
advisability of investing insurance company assets in 
equity securities. It is pointed out that many stocks 
have excellent earning records and the investment 
in many of these, especially where no bonds are out- 
standing, would be comparatively safe. The disad- 
vantages, however, seem to outweigh the advantages, 
at least at present. Since stocks must be carried at 
current market value, the wide fluctuation in price 
makes valuation difficult. In addition, there is no 
assurance of the time and amount of dividend pay- 
ments, an important matter to insurance companies. 
Trading in large blocks of stock would, it is further 
claimed, aggravate the already erratic movements of 
the stock market. One of the most significant argu- 
ments advanced for stock investment is that industry 
is now greatly in need of equity capital. 

Investment in nonhousing rental properties and 
large housing developments are examples of new fields 
of investment which have taken on more importance 
recently. Large housing developments, which have 
grown in importance as an insurance company in- 
vestment, have been curtailed recently by high con- 
struction costs. There is a fear that construction costs 
are at or near their peak and that it would be im- 
possible to amortize these developments at a profit 
if prices drop significantly. As of mid-1948, the in- 


vestment in housing real estate amounted to $216 
million, a growth of 38% since mid-1947. Much of 
this, however, is the completion of projects started or 
planned years ago. 

The investment of insurance companies in non- 
housing real estate has been almost entirely a postwar 
development. The procedure followed is the purchase 
or construction, by the insurance company of build- 
ings, property, etc., and the subsequent leasing of 
this property to commercial users on a long-term 
basis. These leases are usually of sufficient duration 
to amortize the cost of the unit. This makes pos- 
sible a comparatively high rate of return at little 
risk. In addition, it is claimed that this represents a 
form of equity financing which can, to some extent, 
fill present business need by freeing business capital 
formerly frozen in real estate. Investment in this 
type of real estate had, by mid-1948, reached $302 
million, an increase of 136% since June 30, 1947. 

In general, the demand for capital in the mortgage 
market, the recent increase in corporate bond yields, 
and new investment in rental real estate have tended 
to draw insurance company investments away from 
government securities. 

JosepH §, ZEISEL 
Division of Business Economics 
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July Prices at All-time High 
(eee UES prices were higher in July, 1948, 

than at any other time in the thirty-four years 
for which THE ConrereNce Boarp has compiled in- 
dexes of price changes. Retail prices of goods and 
services purchased by moderate-income families were 
0.7% above their level a month earlier, and 3.2% 
higher than in March, when this latest upward move- 
ment began. The index reached 165.5 (January, 1939 
=100), thus establishing a record peak for the third 
consecutive month. The purchasing value of the 
dollar (January, 1939=100 cents) fell 0.7% to a 
new low of 60.4 cents. 

Retail fuel prices showed the largest month-to- 
month change, rising 2.0% since mid-June. This was 
the fourth consecutive increase in fuel prices, the 
previous month-to-month change having amounted 
to 0.6%. The most significant rises occurred in the 
prices of coal and coke, although higher electricity 


rates contributed slightly to the over-all advance in 
the fuel component. Since July, 1947, fuel costs have 


risen 10.6%. No other major index group except food 
has advanced so rapidly during the past twelve 
months. 

The housing index remained static in July, since 
rents are priced on a quarterly basis only. In June, 
the date of the last survey, the housing index showed 
an annual rise (5.7%) almost identical with that reg- 
istered by housefurnishings and sundries. 

Retail clothing prices dropped 0.2% from June, re- 
flecting for the second time a greater decline in 
women’s than in men’s wear. 

Food costs, which represent roughly one third of 
the family budget, continued to dominate the retail 
price structure, this time with an increase of 1.2%. 
Some declines were reported in cooking fats, flour, 
and fresh vegetables. Food prices were 13.1% higher 
than in July, 1947, and 2.6% higher than in January, 
1948. 

The 0.6% rise in housefurnishings was caused in 
large measure by increased prices of electrical equip- 
ment. Higher prices of tobacco products and higher 
transit fares brought the sundries index up 0.1%. 


SHIRLEY Fass 
FLORENCE S. GEIGER 
Statistical Division 


CONSUMERS’ PRICE INDEX FOR THE UNITED STATES, AND PURCHASING VALUE OF THE DOLLAR 


Index Numbers, January, 1939 =100 
Revised Series: January, 1939=108; Series previously was on 1923=100. 


Weighted Clothing Fuels? House Purchasing 
Date Average of] Food Housing? irni 
a mpeses Total Men’s Women’s 
1946 September.......... 137.9 | 169.3b) 104.7] 140.0 144.9] 135.8 | 110.0 90.7 93.1 135.8 | 128.9 72.5 
December........... 148.3 | 192.5c] 104.7 | 147.8] 157.3} 189.8] 110.5 90.2 93.38 | 144.4 134.7 67.4 
Annual average®...| 186.1 164.6 104.7 | 189.2 144.2 | 185.0 108.4 91.1 93.3 135.4 128.6 73.8 
AOATe MATCH. oes c515 30. 150.5 | 196.3d} 104.7 151.0 | 161.7] 142.0] 111.7 90.0 93.2 148.1 136.0 66.4 
“LCA SEA Per iene 161.1 197.5¢) 104.7 | 149.3] 161.6} 188.9] 111.8 89.8 93.9 | 147.6 137.5 66.2 
“SAE Pe gai pee 151.7 | 198.5 | 104.7] 149.2] 161.3 139.0 112.7 88.1 93.8 | 148.4 | 188.3 65.9 
EPENIB Ge che crepsinnnpvis, tre 154.4 | 205.3f} 104.7] 149.9] 161.7] 189.9] 116.7 89.8 93.8 | 148.8] 188.6 64.8 
September.......... 157.0 | 212.1 104.7 | 151.2] 161.8] 142.8; 117.2 89.8 98.8 | 150.6 139.1 63.7 
etober thesis ei 5 oe 157.9 | 210.8 | 109.1 152.0 | 162.0 143.5 | 117.8 89.9 93.8} 151.9 | 140.2 63.3 
November.......... 159.1 | 212.99} 109.1 153.2 | 163.6 | 144.5 | 119.0 89.9 93.8 | 158.3 | 141.1 62.9 
December...........| 161.1 216.9 | 109.9 | 154.0] 164.4] 145.2 | 119.4 89.9 93.8 | 154.1 142.6 62.1 
Annual average‘...| 153.8 | 203.2 | 105.9 | 150.9 | 162.1 | 141.4] 114.3 89.7 93.7 | 149.5 | 138.4 65.0 
1948 January............ 162.4 | 218.9h} 109.9] 155.7} 166.5 146.5 | 120.1 89.8 93.8 | 155.4] 143.9 61.6 
ebraary. 65.06.05 160.6 | 218.27) 109.9 | 156.5] 168.1 146.7 | 120.3 89.8 93.9 | 156.0] 143.8 62.3 
NEACCN LG wel ox pic, ots 160.8 | 210.9] 110.1 156.8 | 168.5] 146.8] 120.3 89.9 93.9 | 156.8 | 145.17) 62.4 
1241 OE ee 162.3r) 216.8 | 110.1 156.27} 168.2 | 146.0] 120.5 89.8 93.9 | 156.4 145.47} 61.6r 
DME. ds ots cee cee bitte 163.2r} 219.63) 110.1 156.17} 168.4 | 145.8 | 121.5 89.8 93.9 | 156.2 145.47} 61.3 
Ue merce ene ae 164.47} 221.8 | 110.7] 155.9] 168.2 | 145.5} 122.2 90.1 93.9 | 156.2r| 146.6r) 60.8r 
May eOshads. Sse 165.5 | 224.5 | 110.7 | 155.6 | 168.0] 145.1 124.6 90.3 93.9 | 157.2 146.7 60.4 
Percentage Changes 
June, 1948 to July, 1948. a +0.7 +1.2 0 0.2 0.1 0.3 +2.0 +0.2 0 | +0.6 +0.1 0.7 
July, 1947 to July 1948....] +9.1 | 413.1 +5.7 +4.3 +4.2 +4.4 | +10.6 +2.5 +0.1 +5.9 +6.1 -8.3 


‘Rents surveyed quarterly, March 15, June 15, Sept. 15, Dec. 15. 
"Includes electricity and gas, 

*Average of four quarterly indexes. 

«Weighted average of two quarterly indexes and six monthly indexes. 
bBased on food prices for Sept. 16, 1946. 

eBased on food prices for Dec. 16, 1946. 


dBased on food prices for March 13, 1947, 
eBased on food prices for June 16, 1947. 
JfBased on food prices for Aug. 13, 1947. 
per on food prices for Nov. 17, 1947. 
Based on food prices for Jan. 14, 1948. 
tBased on food prices for Feb. 16, 1948. 
Based on food prices for May 13, 1948, 
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Remobilization Developments 


Phantom Orders 


The National Security Resources Board has in- 
augurated a program for nearly one billion dol- 
lars worth of phantom war contracts. The govern- 
ment will give the go ahead order sometime in the 
future. The main purpose of this plan is to reduce 
the required time for future mobilization and to let 
industry know what materials are needed. It will also 
show industry how much the orders will pay, and it 
will enable business to make advance computations 
regarding man power and capital requirements. In 
order to prevent any dangerous delay, a system of 
priorities is being set up to get materials to contract 
holders as soon as possible. 

The first of these orders entails some 100,000 ma- 
chine tools, about twice as great as any concept of 
machine tool mobilization requirements for World 
War II. The experience of World War II with short- 
ages of critical materials and a serious lack of educa- 
tional orders has convinced industry that this new 
plan should be effective. 

Industry sees several main benefits to be derived 
from this scheme: (1) It provides the first means of 
measuring the exact cutbacks which might be re- 
quired in civilian production; (2) it supplies a pro- 
gram for industry to allot plant facilities for future 
emergency production; (3) it provides a basis for 
plant training programs; (4) it enables industry to 
make estimates on necessary materials; (5) it assures 
minimum delay in designing facilities and tools; and 
(6) and it distributes the load of original design ac- 
tivities over a period of time which would conserve 
scarce engineering specialists and also avoid future 
bottlenecks, 


Plant Allocation Surveys 


Industrial plants are now being surveyed by repre- 
sentatives of the armed services. The purpose of 
these surveys is to provide the different branches of 
the National Military Establishment and the Muni- 
tions Board with data on which to base the plant 
allocation program announced earlier this year by 
Thomas J. Hargrave, civilian chairman of the Muni- 
tions Board. Under this program, there will be only 
one armed services procurement officer assigned to 
each important industrial plant and much of the com- 
petition between the services characteristic of World 
War II will be eliminated. It does not necessarily 
mean that all of a plant’s facilities will be devoted to 
the needs of one service, although this will be the 


case with many companies. It simply means that all 
dealings with the services will be handled through 
one officer with the Munitions Board acting as um- 
pire. 

There has been some confusion because of the 
uncertainty of military leaders as to what they want 
from industry. Some disillusioned industrialists have 
found this out the hard way by offering their facili- 
ties to the military planners only to find that they 
were not ready to place educational or pilot orders. 
This has been the major stumbling block to advanced 
mobilization planning. The National Security Re- 
sources Board recently announced that it is plan- 
ning to place “stand-by” orders for close to a billion 
dollars worth of material and this should go a long 
way toward meeting this obstacle. 


New Procurement Regulations 


The National Military Establishment has issued 
three new sections of the Armed Services Procure- 
ment Regulations which cover coordinated procure- 
ment, interdepartmental procurement and foreign 
purchases. The new regulations set forth the three 
types of coordinated procurement which are designed 
to avoid competition among the three services for 
the industrial facilities of a single contractor. They 
should help to prevent some of the confusion caused 
by a contractor having to do business with three 
different procurement officers, and to face three dif- 
ferent inspection tests. The different types of coor- 
dinated procurement are: (1) single department pro- 
curement, where one department makes purchases 
for another department; (2) joint procurement, where 
a jointly staffed and financed procurement authority 
purchases supplies for the three departments; and 
(3) collaborative procurement, where the procure- 
ment officers of several departments share offices but 
make separate contracts for their own departments 
at the same time. 


Steel Allocation Problems 


The steel industry will soon begin voluntary allo- 
cation of steel on the basis of 102,500 tons a month 
to manufacturers who hold military orders. The for- 
mal allocation agreement provides that any manu- 
facturer who obtains a military order can procure 
extra steel even though he already has enough on 
hand. 

There is considerable controversy over the policy 
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of allowing extra steel for defense production. Many 
producers want steel in excess of present allocation 
for peacetime production. Others say that defense 
orders should be filled out of present allocations with- 
out extra allowances. This controversy is holding up 
contract negotiations. 


National Stock Pile 


The Munitions Board has recently issued a special 
report on stock piling of critical and strategic mate- 
rials. The report describes the purpose of the stock- 
piling program and explains the administrative or- 
ganization. Recently, the government has taken a 
more aggressive attitude toward stock piling of criti- 
cal materials and the program has been sharply ac- 
celerated. Progress in this direction is being made 
with careful consideration of procedures so as not 
to disrupt industry at this time. 

Earlier, recommendations were made that any defi- 
nite action on the question of stock piling purchased 
scrap or pig iron should be postponed until there was 
a production slack in the iron and steel industry. 
While some relief is expected to arise from scrap 
imports from Germany, there is no immediate hope 
of stock piling ferrous scrap without seriously dis- 
rupting the steel industry. This development became 
evident in early August, at which time serious con- 
siderations were being given to the important short- 
age of scrap in the iron and steel industry. That 
shortage is still in the acute stage and has been get- 
ting progressively worse. 


Serap Shortage 


Secretary of Commerce Charles Sawyer is con- 
vinced that domestic and foreign-aid requirements 
will not have the necessary benefit of maximum iron 
and steel production without an increased supply of 
scrap. Mr. Sawyer disclosed that the Commerce De- 
partment is considering the establishment of a pri- 
vate corporation to act as an exclusive agent in Ger- 
many for the purchase of scrap for shipment to this 
country. 

Some of the most significant reasons for this short- 
age are: (1) heavy scrap exports over the nine-year 
period from 1933-1941; (2) heavy war period exports 
of iron and steel products; (3) increased use of scrap 
in electric steel and other types of melting furnaces; 
(4) higher yields of finished steel products with con- 
sequent production of less waste; (5) very low cur- 
rent scrap inventories. 

Postponement of any definite decision or action on 
the question of stock piling purchased scrap or pig 
iron has been recommended until there is a produc- 
tion slack in the iron and steel industry. 


JAMEs F, Fogarty, JR. 
Division of Business Practices 


The Canadian Case’ 


Canadian Correspondence 
Montreal 


N CANADA as in the United States, checks form 
an important part of the mechanism of monetary 
transfer and are an inflationary potential. 

Following trends similar to those in the United 
States, transactions settled by check in Canada 
reached an all-time high in 1947 even though the 
steady upsurge in the number of checking accounts 
leveled off after tremendous increases during the war. 
The explanation for the high record of transactions 
lies in the increased turnover rate, that is, in the ratio 
of bank debits to active checking deposits. 

An increased velocity of circulation of bank de- 
posits can be inflationary, even though the actual 
volume of money remains constant or declines. Thus, 
faster turnover can render ineffective the controls on 
the supply of money. 


See “Inflation Without More Money” in the April, 1948 Business 
Record. 


Table 1: Total Active Deposits, Annual Turnover 
Rates, and Bank Debits in Canada, 1919-1947 
Source: Dominion Bureau of Statistics 
Amounts in Hundreds of Millions 


Total Debits 
(Hypothetical) 
Year ec | tik |S oe 
eal ‘Sepeaite Rate Debits at eversas a Aveteze 
Turnover | Turnover 
Rate Rate 

TLD, eras aes 10 30.4 307 397 397 
1920... 11 25.6 274 419 418 
1921... 9 35.5 $21 354 353 
1998 rthieled 8 36.7 299 319 318 
1923.. 8 39.5 319 316 315 
1924 8 38.2 305 313 312 
8 39.5 316 314 313 

8 40.7 342 329 328 

9 45.1 406 352 351 

10 49.4 489 388 387 

10 50.2 525 409 408 

9 45.0 422 367 365 

9 39.8 355 349 348 

8 36.4 291 312 312 

8 43.2 337 306 304 

8 45.7 370 317 316 

9 39.9 355 349 348 

10 41.7 404 380 378 

11 37.0 396 419 417 

11 32:2 348 423 421 

12 29.3 356 475 472 

14 27.1 387 559 557 

17 25.3 441 682 680 

20 25.3 512 794 791 

25 24.0 605 987 984 

29 23.7 683 1,128 1,124 

32 24.0 769- 1,256 1,151 

34 23.0 779 1,323 1,318 

34 24.9 838 1,320 1,315 


beg a ai ies es Med Sel Rae ee ee ac etait + Le Tee tae OE 

Note: The figures for total active deposits consist of one sixth of annual notice 
deposits plus demand deposits plus dominion and provincial deposits. The figures 
for bank debits consist of the total bank debits in the clearing house cities plus 
124%%. 
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Chart 1: Annual Turnover Rates, Bank Debits 
and Total Active Deposits in Canada 
Source: Dominion Bureau of Statistics 
Index Numbers, 1933-1947 =100 
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Chart 2: Bank Check Transactions, Actual 
and Hypothetical in Canada 


Source: Dominion Bureau of Statistics 
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Chart 3: Annual Turnover Rates, Bank Debits 
and Total Active Deposits in Canada 
Source: Dominion Bureau of Statistics 
Index Numbers, 1919-1929 =100 
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As in the United States, Canada has experienced 
two extraordinary peaks in the rise of bank debits. 
In both countries, the trend and its causes appear to 
be similar. The first peak in 1929 was fed by rising 
turnover rates, and the second by deposits which be- 
gan to increase at the outbreak of the Second World 
War in 1939. 


Table 2: Annual Turnover Rates, Bank Debits and 
Total Active Deposits in Canada, 1919-1929 and 
1933-1947 


Source: Dominion Bureau of Statistics 
Index Numbers, 1919-1929=100 


Annual Turn- 
over Rates 


77.5 
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The question of the inflationary potential which 
lies in these expanded deposits has been analyzed for 
the United States in the April, 1948, issue of The 
Business Record. 


PECULIARITIES OF THE SYSTEM 


Peculiarities of the Canadian banking system make 
it difficult to compile comparable Canadian figures. 
In Canada, established custom allows checking against 
notice (time) deposits. Consequently estimates of 
the more active notice deposits, in most respects 
similar to the American (and Canadian) demand de- 
posits, must be included in the figures for total active 
deposits. On this basis, turnover rates in Canada 
seem to be higher than in the United States. 

What bank debits would have been had the aver- 
age turnover rate of the years 1919-1929 and 1930-1939 
been maintained are set down in Table 1 and plotted 
in Chart 1. The Canadian figures produced somewhat 
less startling results than did the American analysis. 
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Canadian figures at both rates were very similar, 
while American figures at the two hypothetical rates 
are far apart. 

With the continuation of the hypothetical normal 
rates, total debits in Canada would at present be con- 
siderably less than twice their present values while 
the American figures at the 1919-1929 rate would be 
more than double their 1947 values. At the 1930-1939 
rate, they would far exceed the 1947 value. 

Chart 3 indicates that recent years have brought 
a closer association of American and Canadian trends. 
After 1937, rising deposits in the United States were 
somewhat offset by lowered turnover rates while a 


What Executives Say: 


similar situation existed in Canada from 1936 until 
the end of the war. Rising turnover rates and slightly 
lower deposits followed the end of the war in both 
countries. 

Thus the end of the war and the return of con- 
sumer’s goods to the market brought an upswing in 
turnover rates. This increased activity has brought 
to the fore the danger of inflation. It also underlines 
the difficulty of price control where the velocity of 
money and bank deposits, necessarily free of legal re- 
straint, is inadequately checked by forces in the com- 
modity markets. 

Grorce H. HoLtianp 


The Basing Point Decision 


PRIMARY PRODUCTS 
Abrasives and Asbestos: Supply Problems Feared 


“Elimination of delivered prices would immediately es- 
tablish certain preferred markets for each company in the 
industry. Moreover, if our suppliers were likewise to adopt 
f.o.b. in place of delivered prices, we feel that several exist- 
ing important sources of supply would be handicapped. The 
over-all result will be a fostering rather than a curtailment 
of monopoly.” 


Cement: Normal Competitive Operations Anticipated 


“Because of the present shortage of cement, some of 
our former customers are willing to pay the higher freight 
from our mill. It is not expected that these customers will 
continue to be willing to pay a higher delivered price when 
a normal buyers’ market returns. Each cement company 
will be confined to a sales area in which the sum of his 
mill price, plus freight rate, will not be greater than that 
of any competitor. Future competition, therefore, will be 
as to who can make the lowest mill price and in that way 
capture the largest sales territory.” 


Foundry: Loss of Many Customers Forecast 


“The decision of the Supreme Court has visible bad 
effects and few, if any, good effects. It disrupts a plan which 
has been working well. It forces large and small industries 
into a complete revamping of cost, selling prices and sell- 
ing practices. It thus adds to the perils of business at a 
time when stability might add greatly to the effectiveness 
of the businessman’s effort to increase production. It cre- 
ates a situation which calls for some corrective legislation 
to permit the basing-point system to be reestablished at the 
earliest possible date.” 


“It has been our practice to sell our castings on an f.o.b. 
basis, or f.0.b. with freight allowed, but on this latter basis 
we have added the freight into our price.” 

“Since we use such a small amount of steel in our oper- 
ations, we will probably not be affected materially unless 


it should later develop that the change would affect our 
own policy of quoting on a delivered basis.” 

“Many steel foundries are doing almost a local business 
and so will not be affected at all. Our situation is differ- 
ent, inasmuch as one third of what we make in Pennsyl- 
vania goes to Texas. Heretofore, we have absorbed the 
freight rate to Texas so as to meet the competition of local 
foundries in the Texas district. The freight to Texas is 
about 114 cents a pound, or $30 a ton. These rates pose quite 
a problem to us, because they definitely handicap us in meet- 
ing the competition within trucking distance. What I have 
said about our Texas business applies with equal force to 
the business we enjoy in St. Louis, in Ohio, and at points 
east, west and as far south as in the Carolinas. Frankly, 
we are all agreed that we do not know what will happen 
to our business a thousand to two thousand miles away. We 
are going to find out the hard way how our prices will stand 
up against our competition, quality considered. Our only 
hope of a continuance of good relations with our customers 
is that we are foundry specialists. The change in basing 
point is a body blow to us.” 


Nonferreus Metals: Merchandising Plans Disrupted 


“Delivery pricing as against f.o.b. at the mill permits the 
small manufacturer to ship to a much wider market than 
he could otherwise, and to spread the freight over his entire 
business. This larger volume permits the manufacturer to 
spread his overhead over a large tonnage, and it more than 
offsets the freight allowance. The f.o.b. mill pricing system 
eliminates the possibility of selling any consumer article on 
a national basis at the same price. It interferes with sound 
national merchandising plans in which the price is made 
clear to the consumer. He could no longer be told not to 
pay any more than a certain amount because the price would 
be different in every section of the country, and extra 
margins could be added by middlemen.” 

“While it is customary in our industry to pay freight to 
destinations within the United States, transportation costs 
do not represent a sizable percentage of our invoice value. 
Consequently, we do not expect important changes in the 
policy of the industry, either immediately or in the future.” 
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“The market is going to be very much upset, and we 
hope that it will bring some action by Congress, making 
the recently ditched basing point system legal.” 


Petroleum: Industrial Shift Foreseen 


“Our legal department has been studying the effect of 
the decision on the oil industry. We are not convinced that 
the decision is controlling on the practices in our industry.” 

“At the present time, the full impact falls upon the buy- 
ing side of the market and will continue to do so as long as 
steel supplies remain tight. If f.o.b. mill-pricing practices 
are extended, industrial shifts will inevitably take place to 
secure the advantages of lower costs. There will naturally 
be some marginal plants in the durable goods industry, lo- 
cated at remote points from steel supplies, which will be 
the first fatalities of the new system. As the durable goods 
demand becomes satiated, competition evidences itself in 
lower prices. Plants most advantageously located from a 
freight point of view will have the best opportunity for 
survival. New plants will be located with consideration to 
freight costs. Over a decade of time, there will be a con- 
siderably greater concentration, especially of the heavy 
goods industries, in or near steel-producing centers.” 

“We have examined the basing point system over a period 
of years. We believe that it is uneconomic and that the 
Federal Trade Commission is justified in its efforts to force 
abandonment of the system. The same protests and prophe- 
cies of confusion and economic disruption were made at the 
time the multiple system was adopted, and they proved 
to be much exaggerated. The transition period will unques- 
tionably cause difficulties to some suppliers and users, but 
we believe that in the end the country will benefit.” 

Steel Producers: Concentration Detrimental to 
National Security 


“The change will serve to concentrate users of steel 
products in areas adjacent to the producing mills. This is 
unfortunate in two respects. First, from the standpoint of 
national defense, concentration of industry in small areas 
is undesirable. Second, from the human relationship stand- 
point it will force many people who would otherwise live 
in small communities with pleasant surroundings to work in 
large congested areas. This change will largely destroy 
selling on a national basis and will force steel producers 
to concentrate their business in areas adjacent to their 
plants where they have freight advantages over com- 
petitors. It will thus create small monopolies all over the 
country, rather than increase competition among steel 
producers.” 

“As a steel producer, we do not see how the present 
interpretation of the Supreme Court decision on basing 
point pricing can prevail. It all hinges upon whether the 
seller can absorb freight in meeting the delivered price of 
a competitor located nearer the customer. To rule that 
freight absorption is illegal means that competition is out- 
lawed, thus resulting in a condition the exact opposite of 
which the law was designed to preserve.” 

“The f.o.b. mill price on steel is going to develop a 
severe handicap for many consumers of steel and may ulti- 
mately create a definite hardship on a high percentage of 
steel producers.” 

“The new pricing will tend toward centralization of in- 
dustry and will lessen competition in the producing plants’ 
own freight areas.” 

“Tt is wrong in principle and will not stand the test of 
rough competition in hard or even normal times. If we 
are right about this, speculation about it is futile. If we 
are not right, the little fellow has another nail in his coffin.” 


“The producers will be at no disadvantage until supply 
exceeds demand. Without the privilege of meeting com- 
petition through absorption of freight, the area for dis- 
tribution will be limited to the territory adjacent to the 
point of production. Contrary to the wish of the govern- 
ment, there will be concentration of fabricating industries 
at steel-producing centers. This will not take place, how- 
ever, until it is known whether the former plan will be 
restored through legislation.” 


“The average price of our product is about $600 a ton. 
A few dollars a ton freight more or less is relatively insig- 
nificant. There will not be much change in location for 
large plants, since the cost of construction is now, I am 
told, about $300 a ton of steel produced as against a depre- 
ciated value of less than $20 a ton for older but still effi- 
cient plants.” 


Miscellaneous—Primary: Shift to f.o.b. Pricing 


“The switch to an f.o.b. price base has not resulted in 
a lower price to us on any commodity. The producers of 
steel and cement near our plant are unable to supply the 
demand within the area. So we are purchasing steel and 
cement from mills having a higher freight rate, with a re- 
sulting increase in the delivered cost of both products. As 
a large tonnage producer of basic and neutral refractory 
products used by the steel industry, we have adopted the 
f.0.b. pricing system. We have thus abandoned our long- 
established policy of meeting competition throughout the 
nation by absorbing freight in those instances in which a 
competitive producer was more advantageously located in 
respect to the consumer than we. Our reluctance to make 
this move was not altered by the knowledge that our net 


income from sales would be increased as the result of the: 
elimination of freight absorption. If the present trend of 
greatly increased freight rates and dwindling profit margins 
continues, we might find it impossible to return to a 
policy of freight absorption on the scale previously prac- 
ticed. Past experience has indicated that a concentration 
of completely modern production facilities, such as ours 
provides manufacturing economies that more than offset 
freight absorption distributed over our entire production.” 


METAL MANUFACTURES 


Air-conditioning Equipment: Concentration Aid 


“Tf the user is a large consumer so that he cannot be 
taken care of completely by his local source, or cannot risk 
having a single source, he is at a distinct disadvantage on 
the f.o.b. basis because he must pay additional freight 
for all material from nonlocal producers. Thus, outlawing 
the basing-point pricing system tends to favor the small 
user or small businessmen located near a mill, and works a 
hardship on the larger corporations. Under the new in- 
terpretation, dispersal of the industry becomes uneconomic, 
and large consumers of materials that are sold f.o.b. must 
locate their plants adjacent to their sources so that they 
have the lowest possible costs. This will tend to crowd in- 
dustry into large centers where the cost of living and 
housing are the highest. On this basis, manufacturing 
costs will be pushed upward by higher taxes, and the workers 
themselves will suffer a net disadvantage.” 

“The present steel shortage makes it impossible for us 
to get our requirements from mills located in our immediate 
area. We will be more concerned with obtaining steel than 
in avoiding higher freight charges.” 

“We will have to reorient our purchasing to some extent. 
We have not worked out all of the freight rates that would 
be involved in the transaction so we still do not know ex- 
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actly where we stand as to certain materials and their 
costs. All our goods have always been sold f.o.b. 
our factory. When we did make a delivered price, or a de- 
livered and erected price, the particular freight rate in- 
volved was used in computing the asking price.” 


Aircraft: 


“We will be more concerned with obtaining the amounts 
of steel we need than in avoiding a somewhat higher freight 
charge. This condition will persist until the supply and 
demand of steel is relatively in balance. Certain of the 
materials that we require in large quantities are not pro- 
duced by the industry generally, and we have no recourse 
other than to buy from those mills producing the material 
we need regardless of their location.” 

“This change will have no effect on our sales, for it has 
been the custom of this company for many, many years to 
make all shipments f.o.b. About 75% of the material we 
purchase is tubing formerly sold under the basing-point 
method. The cost of the freight is such a small part of 
the total sales price of our product that we do not an- 
ticipate any disadvantage, or advantage, from this score.” 


Freight Charges Secondary 


Automobile Equipment: Cost Increase Affects Cus- 
tomers 


“The change from basing-point pricing increases our 
steel cost about $2.82 a ton. Over the long term, however, 
it may lower production costs if materials can be purchased 
under the most favorable freight rates. Generally speak- 
ing, the Detroit location is favorable, being centrally lo- 
cated as to Pittsburgh, Cleveland and Chicago. With some 
local steel capacity for sheets and strips, there will not be 
any general dislocation of manufacturing plants. Freight 
charges are no more important on steel than they are on 
many other products required by the automotive industry. 
These are becoming an element of major consideration.” 

“The change will very substantially increase our cost. 
No one steel mill produces all the various kinds of steel 
we use. Under present conditions it is not a question of 
buying steel based on the cheapest freight rate, but a 
question of getting it from the mill. We could not afford 
to move our plants closer to the source of supply. We be- 
lieve the long-range effect will be a concentration of indus- 
tries in already congested districts.” 

“Certainly, we would not change plant locations because 
of the new ruling.” 

“There is no question that f.o.b mill prices for steel have 
somewhat increased our material costs. With varied sources 
of supply, however, it is too early to tell what the ultimate 
result may be, or how our competitive position might be 
affected. Location of operations is affected by such a large 
number of considerations, including freight-rate structures. 
This one price factor could not now be singled out as the 
controlling one in the case of our products.” 


Communications Equipment: Pricing Method Not 
Affected 


“The electrical industry never had basing points for trans- 
portation charges. I would consider that the Supreme 
Court decision could in no way interfere with the electrical 
industry’s pricing method.” 


Electrical Appliances: Dislocations Will Result 


“We cannot obtain the required tonnage of steel to supply 
all the plants located in our area. So some of our steel must 
come from points outside the area.” 


“We expect that some day steel users will again buy in 
a competitive market. Then they will unquestionably turn 
to steel mills which are nearer, geographically, to their fab- 
ricating plants. When this takes place, tremendous dislo- 
cations will result to the users and the producers of steel. 
An outstanding example will be the Pittsburgh area, which 
produces substantially more steel than it uses.” 

Electrical Machinery: Products Generally Sold 
f.o.b. Factory 


“During the past eighteen months, steel mills have been 
limiting their distribution to consumers near their mills. 
This eliminated the necessity of absorption of increased 
freight rates. However, the small users, not favorably lo- 
cated geographically, had difficulty in placing orders for 
steel, especially sheets. It is important that small buyers 
keep their plants in operation. Therefore, shipments, f.o.b. 
mill, may during the next year or two enable them to pro- 
cure some steel from legitimate sources at regular prices.” 


“Our sales terms are already f.0.b. the factory. This prac- 
tice is general in our industry. We do not anticipate, there- 
fore, any shifts in our normal market areas, particularly 
since transportation cost is not an important factor in the 
total cost of our product. Incoming transportation costs 
are an unimportant component of the selling price of our 
product. Changes in transportation costs that we will have 
to pay will not, therefore, seriously affect our competitive 
position, even though rising costs will reduce our profit. We 
do not believe that our position with regard to either sup- 
pliers or customers will be affected seriously enough to have 
any effect on our own plant location.” 


Electrical Supplies: Smaller Companies Suffer Most 


“Over the long term, it is going to require the establish- 
ment of additional plants and warehouses at strategic loca- 
tions.” 

“This change is going to increase costs and add confusion 
to pricing. Small companies with but one plant will suffer 
most.” 

“Since our principal cost is in the labor used on our prod- 
uct, the change will not materially affect our operations.” 


Engines and Turbines: Costs Rise Sharply 


“Our company is concerned as a consumer. It appears 
that the steel delivered at our plant will cost us approxi- 
mately $20 a ton additional.” 


Hardware: Increased Costs Passed On to Customers 


“Our company purchases basic steel products from six 
different companies, all of them located in five cities in the 
midwestern and eastern sections of the country. When a 
buyer’s market returns, we will be compelled to purchase 
from the closest mill. Free competition—the free choice 
of selecting several sources of supply—will be entirely 
eliminated. The short-term effect of the Supreme Court’s 
decision, as far as we are concerned, results in our having 
to pay freight increases ranging from $1.26 a ton to around 
$2 a ton. These increased costs cannot be absorbed, and 
are being passed along to our customers in the form of 
price increases.” 

“The change from basing point to f.o.b. mill pricing is 
decidedly to our advantage as a consumer of products. Ex- 
cept for large consumers of steel, the change to f.o.b. mill 
pricing will not cause any changes of consequence in pres- 
ent plant locations, but new consumer plants will probably 
be located closer to steel centers.” 

“We happen to be in a steel-producing district, but most 
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of the steel we have purchased has come from outside our 
city. Therefore, we are quite likely to lose the benefit of 
relationship to these outside mills, since they will naturally 
favor those industries nearest them. This new system will 
certainly influence the location of new plants in steel-pro- 
ducing centers. This is directly contrary to the defense 
policy of decentralization which is now being advocated.” 

“Since 40% of our cost is in steel, and our product has 
been sold on a similar basing-point basis, we view the 
Supreme Court’s decision from both points of view. If the 
Federal Trade Commission compels us to figure a price on 
each individual item delivered at each individual customer’s 
doorstep, we will have to multiply our office force many 
times—and it is big enough now. We can stand it better 
than most, because we have manufacturing plants scattered 
around the country with relatively short hauls to customers, 
but the FTC will come near to making it impossible for 
the small man with one plant to compete at all beyond his 
own. neighborhood.” 

“The effect on us, as a purchaser of strip steel, for instance, 
is an average increase of 18%, with a range from 1014% 
to 38%.” 


Industrial Machinery—General: Near-by Plants To 


Benefit 


“Because we are located in the steel-producing district 
here, our material costs should not be increased much by 
the change, even though, as close as we are, we anticipate a 
small increase. Already some industrial buildings have 
passed to outside hands in this general district for the pur- 
pose of moving operations here.” 

“Tt has resulted in an immediate increase in the price 
of steel, although it is difficult to allocate this increase 
properly between the new basing-point system and the in- 
crease in wages in the steel industry. In the long run, this 
decision will result in a beneficial position for those plants 
located closest to the mill. Its real effect will appear when 
true competition returns and the mills are endeavoring to 
dispose of their products. Then the purchaser will buy at 
the lowest available price—supposedly obtainable from the 
local mill. Reciprocal relations will probably be affected 
to the extent that industrial suppliers of commodities using 
the new basing-point system will be inclined to purchase 
products from customers or potential customers who are so 
located that they will be desirable outlets for the products 
of the mill when the buyers’ market develops.” 

“The over-all effect of such a shift might be 5% added 
to the cost of our purchases. We can view this additional 
inflationary tendency only with misgivings at a time when 
the country’s economy is more in need of a sedative than 
further stimulants.” 

“This change will not seriously affect us, as the spread 
on freight rates from the various mills shipping to us is 
very slight.” 

“It is now impossible to estimate the impact of the 
change on the cost of steel as reflected in the manufactured 
parts such as motors, ball bearings, bolts and nuts, etc. 
which we buy completely fabricated to build into our units.” 

“We buy from many steel mills at several different lo- 
cations, some nearer to us than the basing point and some 
further away. Our impression is that the losses in one 
case would just about offset the gains in another, and that 
the net effect will be very minor.” 


Heating and Plumbing Equipment: Remoteness from 
Market Will Hurt 


“We are compelled to base our prices on freight costs 
from the steel mills furthest from the points at which we 


manufacture. By having to sell at f.o.b., point of manu- 
facture, we are very definitely at a disadvantage in our 
ability to meet competition in certain territories because 
of the location of our plants compared to those of our com- 
petitors. The cost of additional plants at new locations in 
order to meet these n2w competitive conditions would be 
prohibitive and uneconomic.” 

“Tt is not going to make any appreciable difference in 
the cost of plates, tubes, or structural steel, inasmuch as 
our sources of supply are present basing points, except in a 
couple of isolated cases where we would have to figure 
freight from Ohio instead of Pittsburgh.” 

“Most of our heavy purchases are made at or near basing 
points. From a distribution standpoint, we probably will 
not suffer because of the varied locations of factories mak- 
ing our most important products.” 
Industrial Machinery — Specialized: | Competition 
Retarded 


“Tt may break up a well-trained and well-organized or- 
ganization that has been developed over a period of years. 
It may mean moving fabricating plants nearer the sources 
of supply of steel. We use more stainless than we do car- 
bon steel. In our production the price of the base metal 
is not so important a factor as it is in such items where 
price of base metal is the larger part of the cost.” 

“Steel represents a very small percentage of our total 
material purchases, and any slight increase in the freight 
will not materially affect the cost of our product. Likewise, 
all our sales are on a f.o.b. plant basis, and any slight in- 
crease in the cost of our product will not affect our sale 
prices.’ 

“This decision could retard competition rather than in-. 
crease it. Each steel mill will have a rather firm hold upon 
the customers within its immediate area. A customer to 
whom steel is an important item could not possibly go out- 
side the area, thus rendering himself subject to domination.” 

“Our business is not affected one way or the other by 
the decision. But it may have a bad effect in reducing 
nationwide competition.” 

“Today, the demand for steel pipe so greatly exceeds 
the supply that our distant customers are perfectly willing 
to pay the additional freight from our mills in order to 
obtain the material. However, some consumers and dis- 
tributors have recently made connections with their most 
favorably located producing mills. If this trend continues, 
it will cause considerable shifting in the present customer 
relationship of steel-pipe producers.” 

“Tt will not be long before all steel companies will adjust 
prices in their trading area so as to get all they can for 
their steel and still exclude competition from other trading 
areas. If f.o.b. mill prices continue into a buyers’ market, 
the long-range effect will be for industry to centralize around 
the Great Lakes region where steel is most economically 
produced, as the steel industry cannot be decentralized. Of 
course, if we continue to have federal policies similar to 
those of the past fifteen years, the government may see fit 
to subsidize steel for decentralized industry, taking over an- 
other phase of our economy which free enterprise had han- 
dled quite ably under basing-point prices.” 

“In general, it will operate to our disadvantage since 
most of our customers, as well as our steel suppliers, are 
westward from our plant location.” 


Instruments and Controls: Full Impact To Be Felt 
in Buyers’ Market 
“When a buyers’ market does develop, the full impact of 


this change will certainly be felt. Then the producers must 
move closer to the consumer or vice versa.’ 
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“The effect of a change to f.o.b. pricing for materials 
that we buy will not be too significant in our particular lo- 
cation. We use relatively high-cost materials and very low 
tonnage.” 

“Any changes in over-all pricing will have only a minor 
effect upon our cost. Most of the items which we pur- 
chase are bought on an f.o.b. factory basis.” 


Machine Tools: Effect Negligible 


“As a consumer of products priced on the basing point 
system, we do not feel that we shall be too much affected 
by the recent ruling. If we have to go to f.o.b. pricing, it 
will cause great confusion everywhere, with consequent 
threats of price cutting.” 


“Tt is going to be extremely difficult to pass on trans- 
portation charges to our customers. If we do not, we will 
suffer losses.” 


“Some of our suppliers of tool steel have shifted to f.o.b. 
pricing. Until they all do, we are not sure what change will 
result in our buying policies. We operate under a universal 
delivered price system and we are continuing to do so. We 
produce tools of a relatively high unit value and a very low 
weight, so that freight is a microscopic part of the cost. 
We believe that service, quality and dependability com- 
pletely overshadow any freight charge considerations. But 
a changeover would not only add confusion to our oper- 
ations, but would also entail considerable extra and un- 
necessary paper work, which, in turn, would increase our 
costs and our prices to all our customers.” 

“Our attorneys have advised us that our pricing system 
is not affected by the ruling.” 

“This company manufactures machine tools. The only 
material which we buy on a basing-point basis is steel. A 
considerable portion of our purchases are made from mills 
located near enough to our plant so that there would be 
no material effect in a change to f.o.b. mill pricing. If it 
became necessary for us to purchase all our steel require- 
ments from as far away as the Pittsburgh area, the net 
effect on our costs would amount to about one twentieth of 
one per cent.” 

“The additional cost would not be much over $1,000 a 
year—this is very small in a five-million-dollar business.” 


Office Equipment: 
Result 


“Tt will very definitely restrict competition on a nation- 
wide basis. This, in turn, will cause changes in location of 
many fabricating industries.” 

“One of the largest producing plants is directly across the 
street from one of our competitors. If the delivery price 
basis is eliminated in that particular industry it will place 
our company at a very severe disadvantage and will quite 
materially restrict our ability to sell.” 

“Tt will make very little difference to our company be- 
cause we are at the source of our heavy raw material, 
namely steel. The only difference will be that we will pay 
the freight to the railroad company instead of to the steel 
company. If this decision is allowed to stand, there will be 
sooner or later, a considerable shift of certain types of in- 
dustry.” 

“The change will have little effect since we produce high- 
priced machines on which freight is only a very small cost 
in relation to the total. Furthermore, competitive products 
are not sold at the same delivered prices as our machines, 
which is generally the case on such items as cement and 
steel. 


Competitive Disadvantages May 


“There is more concern over the elimination of the basing- 
point system than there need be. After all, there are a tre- 
mendous number of products which are sold f.o.b. the fac- 
tory. The most serious aspect is that, for the immediate 
future, it means a price rise.” 


Railroad Equipment: Will Affect Plant Locations of 
Steel Users 


“An important factor will be price competition by the 
larger capacity mills in order not to lose peripheral mar- 
kets.’ 

“The f.0.b. mill pricing no doubt will be a big factor in 
locating any industries requiring a large amount of steel.” 

“We follow the practice of having a basing-point area, 
which varies somewhat from having a number of cities as 
basing points but is not too dissimilar. We have made no 
change in our practice. We feel the f.o.b. mill pricing point 
is not a desirable economic principle to follow for indus- 
tries where substantial investments are required for plants 
and equipment. It can lead to excess capacity in the long 
run because each company would want a mill located near 
areas where large consumption occurs.” 


“Because of the locations of our plants, we will scarcely 
be affected by the shift to f.o.b. pricing. The long-term 
effect will be a good one. It is right for the plant located 
closest to supply to have the advantage.” 


Structural Steel: Can Small Companies Survive? 


“Tf the base prices had not been raised, the cost of steel 
delivered at our Chicago plant would be identical with 
what it was before the pricing shift, except that the 
freight from the steel mill to our plant is now based on the 
exact, instead of arbitrary, switching charges. If, however, 
we should buy for Chicago from a distant mill, say, in the 
Pittsburgh area, the steel would now cost us more at Chi- 
cago, because the Pittsburgh and Chicago mill prices are 
now the same, so we would be out the freight from Pitts- 
burgh to Chicago less the Chicago switching charge. This 
extra freight, however, might be recovered in part by the 
use of fabrication-in-transit freight rates for shipment of 
such steel from our plant to certain locations beyond 
Chicago.” 

“This latest move practically limits us to buying from 
the mill at the nearest basing point. It is the wrong 
policy for any small concern to have to limit its purchases 
to one concern. Our competitive field is still further nar- 
rowed by this move. It is going to be very difficult, if 
there is no change in the situation, for the small companies 
away from mill basing points to survive.” 


Miscellaneous Metal; National Industrial Strength 
Reduced 


“Freight from our out-of-town source will add about 
$9.50 a ton to our cost. This mill is extremely worried as 
to whether we will continue buying from them in case 
Chicago mills can satisfy our full requirement. But capacity 
in Chicago is not adequate to supply the Chicago trading 
area. Factories in Chicago and Detroit are going to have a 
hard time persuading outside mills to serve them, because 
to these outside mills the specter of how long their customers 
will pay the freight will modify their present policies.” 

“The growth of the steel industry, which is so essential 
to the preservation of our country’s industrial strength, will 
be blocked unless the present laws are amended. Each 
company’s sales will be restricted to the territory surround- 
ing its own plant and, in the end, the ultimate consumer is 
going to pay more money for finished products.” 
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“In more normal times, we shall be at considerable dis- 
advantage because under sharply competitive conditions we 
must buy from mills that are near us. This eliminates from 
competition for our business a large number of very impor- 
tant and useful sources of supply.” 

“As far as we can ascertain, it will have no effect on 
the pricing of our products and services, but our raw ma- 
terial costs may be increased.” 

“We have been purchasing steel from some eleven or 
twelve companies. More than half of these will be at a 
price disadvantage on this new setup and will not be able 
to compete for our business in normal times.” 

“The problem is serious, our competitive position is such 
that we are unable to increase our prices, and the additional 
cost of raw materials will narrow our profit margins con- 
siderably, and in some cases increase losses.” 

“The decision can be regarded as discrimination against 
established purchasers. It is going to work more against 
the distributor and jobber than against the manufacturer 
or converter.” 

“Our company will lose the benefit of approximately 
$15,000 a month of freight absorption, but this additional 
cost will ultimately be reduced to a minimum once our 
new Baltimore plant gets under way.” 

“The ruling destructively changes the competitive sys- 
tem under which the United States has grown and pros- 
pered. We are large users of steel and cannot always buy 
the particular material that we want from mills near-by. 
We have considerable volume of distant business, which 
we will lose unless we are permitted to meet competition. 
The division of the plant to different locations for our line 
of business is practically impossible. We would find it very 
difficult to do part of our manufacturing in one place and 
another part of it in a second place.” 

“Currently, there is some indication of a decentralization 
movement, primarily to develop new and more economical 
labor situations. A secondary aspect, and one to which 
a certain significance may be attributed, is the fact that 
plants are beginning to be located near large users in the 
Southeast. This does not as yet appear to be a trend, but 
there are enough indications of such an activity to inspire us 
to be watchful.” 

“Situated as we are within strategic geographical prox- 
imity of the large steel-producing district between Gary 
and Chicago, we will not be unfavorably affected from a 
cost standpoint by this change in policy. The short-term 
effect may remain somewhat on the unfavorable side.” 

“The Federal Trade Commission has very definitely be- 
come a part of the familiar bureau trend within Washing- 
ton. These bureaus have usurped the functions of the legis- 
lative branch and have embarked upon the field of writing 
administrative law. To a substantial degree, there is no 
sufficient recourse to the courts. This company’s products 
are sold largely upon a f.o.b. mill price so that the decision 
will not materially affect our own price policy.” 

“The difference between present-day prices and the prices 
before the change in basing points is so slight we do not 
anticipate any difficulty.” 

“Thus far, only one product that we make has been 
placed on a f.o.b. pricing basis for the finished product; 
namely, steel barrels. Reaction to adopting this policy on 
‘steel barrels awaits a buyers’ market.” 


OTHER MANUFACTURES 


Chemicals: Cost of New Plants Prohibitive 


“Tt may be said that the basing-point change itself will 
not materially affect our prices. Practically all of our pipe 
has been sold to us on either a Lorain, Ohio, or Pittsburgh 


basing point and has been furnished from either Youngs- 
town or Pittsburgh. The barge rate from either Pittsburgh 
or loading points on the Ohio River, which serves Youngs- 
town, has always been the same. Therefore, in our case the 
change in pricing practice merely involves an f.o.b. mill 
price from these two locations, with the same barge rate 
applying as has been the case in the past. Delivery prices 
for the most part now reflect only the increase of approxi- 
mately $10 a ton recently announced for line pipe. For the 
present, the small amount of steel which we purchase from 
distributors will carry a somewhat higher price than for- 
merly. In the case of cement, which formerly had been 
quoted by all companies at the same price within certain 
designated areas, the change in pricing practice amounts 
to a substantial amount, unless users are close to a source 
of supply. This problem is complicated by many factors 
peculiar to the cement industry and their methods of pro- 
duction and distribution. Here again, cement is sold pri- 
marily through jobbers in this area and their pricing prac- 
tices have always varied somewhat. Aside from this we will 
now have to pay a switching charge from New Orleans on 
carload shipments. This alone would.amount to an increase 
of approximately 5% on a carload purchase of cement.” 


“With demand for steel products as heavy as it is today, 
we generally have to deal with the companies we have 
dealt with in the past. These companies are not always 
the ones that are the short-haul shippers to our plants. In 
the case of cement, with the large number of widely scat- 
tered producers, the shift to f.o.b. mill pricing has not 
affected us to a great extent. On toluol, where the delivery 
prices to our various plants are different, the cost of manu- 
facture will vary from plant to plant. Over the long term, 
the f.o.b. pricing basis will make it more difficult to evaluate 
competition on the basis of price quality and service. Our 
purchasing agents will have to study the higher cost 
from further distant companies to a greater extent than 
heretofore.” 

“This change will have very little direct effect on our 
operations.” 

“So far as our own industry is concerned, the net effect 
of this shift, should it be put into full effect, is expected 
to be insignificant. Under present conditions of present 
sources and markets, any increases in delivery costs are 
expected to be offset, if not more than offset, by decreases 
for the same reason.” 

‘Despite protestations by the Federal Trade Commission 
that elimination of freight absorption would benefit small 
business and eliminate the advantage enjoyed by so-called 
big business, the reverse would be the result in our case. 
We do not have the capital resources necessary to construct 
new plants and warehouses in strategic locations throughout 
the country, or to absorb other manufacturing units by 
merger. So we will be compelled to surrender very desirable 
markets to our competitors because freight costs will price 
us out of markets in which we enjoy excellent sales. The 
advantage we will gain in markets near-by will not com- 
pensate this loss.” 

“The chemical industry, particularly the electrolytic 
branch, requires large investments in buildings and equip- 
ment for a sales volume in dollars small in relation 
to the investment. It is therefore essential to construct 
large units at favorable places rather than operate a sub- 
stantial number of smaller plants at scattered places. Fur- 
thermore, the location of an electrolytic plant depends to a 
large extent upon other factors such as the availability of 
raw materials, and electric power. Smaller plants at scat- 
tered points would certainly cause substantial increases in 
manufacturing costs and would eventually result in higher 
sales prices. The only ones to benefit from the decision will 
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be the lone producers who find themselves in the possession 
of a monopoly handed to them by the government. The 
country as a whole will suffer.” 

“Most of the products we make are already sold on an 
f.o.b. plant basis. If the decision requires us to make the 
change on the remaining products (which we believe it does 
not), we would expect the shift to work to our disadvan- 
tage since we are experiencing severe competition on some 
of these products. It would be uneconomic for us to try 
to produce most of them in multiple locations. We might, 
however, if we found we were becoming unable otherwise 
to maintain our position. The existence of some strategic- 
ally located plants manufacturing other products would 
simplify this step for us if we eventually found we were 
forced to take it.” 

“We buy relatively few products priced on the basing- 
point system. Steel drums represent the biggest item, and 
they are not much more than $200,000 to $350,000 out of 
total purchasés of more than $12 million. There are a few 
other scattered items, but, in general, things we buy are 
on an f.o.b. shipping point basis.” 


Floor Covering: Aids Western Industry 


“Sales in our industry are made f.o.b. the mill, with car- 
load freight allowed on a zoning basis. The zones are set 
up to equalize freight with the nearest competitive mill. 
If it becomes necessary to change our pricing bases in 
view of recent decisions, some of the larger manufacturers 
will undoubtedly give consideration to relocating some of 
their plants. Until such time, however, the midwest and 
West Coast plants would profit from lessened competition.” 


Food: Agricultural Regions Handicapped 


“The action of the Federal Trade Commission may have 
acted to the advantage of the steel companies and against 
the interests of the public.” 

“Tf freight equalization is unlawful, each manufacturer 
of a standard product will have a monopoly within the 
area where his plant is located. Obviously, to use more 
than‘ one source of supply to insure continuity would be 
more costly without freight equalization. One long-term 
possibility is to break up large, efficiently centralized pro- 
duction units into widely separated smaller units.” 

“Our industry is required to make no change in its 
basis of pricing. Such a shift would be almost certain to 
bring higher prices and would tend to reduce competition.” 


“Warehouses and mills have been located on the assump- 
tion that basing-point pricing would continue. To upset 
it now might throw a monkey wrench into smoothly running 
machinery. We may not be conscious of this until a buyers’ 
market develops.” 


“T have never been able to see the justification of base 
point pricing compared with the obvious fairness of f.o.b. 
the mill.” 

“Immediate results have been an increase, in our locality, 
in the cost of steel and cement, and if other industries fol- 
low the f.o.b plan it will cause further disruptions. For 
an agricultural region situated a long distance from the steel 
mills, the new method will prove to be a severe handicap. 
Building construction will cost more at points distant from 
the mills, as will also materials used in manufactured items. 
If the matter is not corrected, severe dislocations will 
occur.” 


“When basing points become rigidified, they tend to be 
accompanied by back hauling, by vested interests in plant 
locations, etc., which can be uneconomic. On the other 
hand, these uneconomic plant locations may involve such 


an investment that a change from the system under which 
they grew up may in fact destroy important capital values.” 


“In our business, delivery prices are general. It seems 
ridiculous that such a price could be considered discriminat- 
ing, because, if candy bar manufacturers were forced to 
sell f.o.b., there would be a large section of the United 
States that would get no bars or else the price would go up 
substantially. I am confident that the jobbers and con- 
sumers prefer the universal delivered price.” 


“Our industry is very sharply alarmed. National aver- 
age cost of delivery is about 6% of sales, with the high 
about 15% and the low 3%. In the higher brackets of 
freight costs, the local manufacturer would have the ad- 
vantage. The long-pull result might mean branch plants 
through new building or absorption of present small units. 
To switch over to a new system in which our customers 
would pay the freight, plus a stabilized price, naturally 
would cause every city to have a different delivered cost.” 


Shoe and Leather: Shift May Prove Advantageous 


“The practice of this industry has always been f.o.b. the 
factory. Practically everything we have bought has like- 
wise been f.o.b. the manufacturer. Mills might be embar- 
rassed competitivewise for a while, but, in time, it might 


cause all manufacturers to locate their plants where they 
belong. We can see no national tragedy in the change 
which has come to the steel industry, the cement industries 
and others that have recently had to change their pricing to 
an f.o.b. mill pricing.” 

“Tn our industry we have not been too directly concerned 
with the basing-point method of pricing.” 

“We can see very little effect upon our own business be- 
cause of this change.” 


Lumber: Will Make for Greater, Not Less, Decentral- 
ization 
“Tf abolition of the basing-point system is with us per- 
manently, then it seems almost inevitable that industry will 
have to decentralize, and much of the existing manufactur- 
ing plant which heretofore has been concentrated in large 
units will be decentralized.” 


Paper: Tendency Toward Regional Monopolies 


“The decision will mean a greater tendency toward 
monopolies—particularly regional monopolies—than has ex- 
isted either under basing-point or zone-price policies. There 
are certain industries in which the movement of plants 
is not feasible. For instance, integrated paper mills do not 
move locations. They may go out of business and new 
mills may be constructed elsewhere. Some of the equip- 
ment may be movable, but the investment per unit of out- 
put is so tremendous that the industry is one that just 
does not pick up and move away. In the long run, there 
will undoubtedly be a redistribution of light industry and 
particularly conversion operations.” 


“For many years past, paperboard has been sold at a 
delivered price. The mills have selected customers with 
regard to transportation costs, and the necessity of meet- 
ing competition. There is no indication as yet that any 
change will be made in the long-established policy.” 

“The decision will present a serious dilemma from an 
operating standpoint for all companies like ours whose 
manufacturing is distributed among widely separated lo- 
cations.” 


“We do know that if we come up with a f.o.b. price, it 
will have a serious effect on our mill, especially when we get 
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into a competitive situation or buyers’ market. We no 
doubt would be favorably situated within a radius of 300 
to 400 miles of our mill, but when we get beyond this, we 
then enter a field that is favorable to our competitors.” 


“As far as our own company is concerned, we sell on a de- 
livered price basis as we have done ever since the company 
was founded, and we do not propose to change to a f.o.b. 
mill basis until there is a clear cut Supreme Court decision 
that forces us to do so. Any such decision would affect all 
heavy industries generally, and it would create chaos at 
least for a few years. It would then result in the decentral- 
izing of industry, but we are not at all sure that this 
would mean lower prices to the ultimate consumer over 
a period of time.” 


“No general policy has been adopted as yet altering 
pricing policy in this industry as a result of the cement 
case. Delivered prices are not the rule in all instances; in 
fact, there is no uniformity with respect to all grades and 
commodities in the industry. From the viewpoint of na- 
tionwide production, and diversification of industries, the 
shifts to f.o.b, mill pricing could theoretically destroy any 
balance. Carried to its logical conclusion, segments of the 
nation’s economy which suffered setbacks would cause sec- 
tions of the country to experience isolated depressions.” 


Rubber: Sees Good and Bad in Principle 


“In competitive times, the effect would be far reaching 
and could result in a considerable reshuffling and relocation 
of a certain type of production.” 


“From the viewpoint of sound business principles, ship- 
ment of goods f.o.b. basis should be the way to sell goods. 
In the final analysis, freight must be paid by somebody, 
whether by the shipper or the recipient, and so far as the 
ultimate consumer is concerned, it is going to be included 
in his price whether paid by the first producer or by a con- 
verter or distributor. Changing plant locations would be a 
rather dangerous thing to do, since one can never be sure 
that a regulation of the type in question is likely to be per- 
manent. Moving plants from one place to another, or 
building new ones, is no simple matter and in the long run 
may mean higher costs to buyers.” 


“The near-term effect will be higher prices in many lines 
of products, including some of our own. This may stimu- 
late buying for future needs, thus giving another aspect to 
the wage-price spiral. The long-term result could be a 
movement of consumer plants closer to material sources, thus 
causing unemployment in one area and an increase in in- 
dustrial concentration and a labor shortage in another. 
This could have far reaching social and economic significance. 
Legislation to legalize a basing-point system should be con- 
sidered and perhaps enacted for the stabilizing influence it 
would have on our economy.” 


Woolens and Worsteds: Pricing f.o.b. Will Hurt 


“The pricing effect of f.o.b. on our company will be 
quite immediate and, in the long run, quite detrimental. 
We must sell at delivered price to stay in the market. For 
example, 80% of our apparel merchandise is sold in the 


New York market against mills near-by in Connecticut, 
etc.” 

“We sell entirely, and have done so for many years, 
f.o.b. mill. This has been customary in our branch of the 
textile industry for generations.” 


Textiles: Little Effect Foreseen 


“The f.ob. mill pricing which is being put into effect by 
the large industries is going to have very slight effect on 
our operations.” 

“We strongly favor f.o.b. mill pricing.” 

“Purchases are very slightly affected if at all.” 

“The tendency toward decentralization of industry, which 
basing-point pricing facilitated, will be given a considerable 
setback among the customers of heavy industry.” 

“Some consumers will reap advantages from lower de- 
livered costs, but they will do so at the expense of limita- 
tion to one source of supply (except where two or more 
competing producers are located in the same place). The 
final result of the change in pricing policy will be a differ- 
ent pattern of distribution within the industry. The new 
pattern will still contain arbitrary features, because freight 
rates do not always reflect either actual distance or the 
cost of providing transportation service.” 

“Cotton, our chief commodity, has always been sold 
f.o.b. our own plant. There is no change involved here 
other than the general increases in freight rates which have 
been coming along from time to time.” 

“Our company, since its inception, had allowed freight. 
We changed over about two months ago to f.o.b. the mill, 
no freight allowed. The immediate effect will be to change 
distribution.” 

“In the textile industry we have always used f.o.b. mill 
prices so that the decision does not affect us. These : 
may force the removal of plants to other locations—with 
a hardship on employees and customers.” 


Miscellaneous: Will Impede Progress 


“The hardship will be greater than any claimed disad- 
vantages of the basing-point system.” 

“Our own sales policies are not affected since for years 
we have sold our product on an f.o.b. mill basis. We are 
quite concerned over the possible shift in pricing policy on 
the part of our suppliers. We feel confident that changing 
to an f.o.b. mill basis will result in a sharp cost increase, 
even to the extent of making us noncompetitive in certain 
territories.” 

“Tf this principle is to be pushed throughout all industry 
and carried to its logical conclusion, it would be a national 
calamity. Business would essentially be reduced to a local 
community basis, reminiscent of the horse-and-buggy days.” 

“The shift is not of much importance to us.” 

“Our pricing practices in the glass, paint, and chemical 
divisions may, of course, be ultimately affected, but at 
present there seem to be so many conflicting views by 
men in government and in industry that there is little use 
in speculating on the final outcome.” 


